
MARKETING PRINCIPLES 


Organization and Policies 




MARKETING PRINCIPLES 

Organization and Policies 


BY 

JOHN FREEMAN PYLE, Ph.D. 

Dean , and Professor of Marketing and Economics, 
Robert A, Johnston College of Business Admin- 
istration, Marquette University 


Revised Edition 


McGRAW-HILL BOOK COMPANY, Inc. 

NEW YORK AN$ LONDON 



FIRST PUBLISHED AUGUST 1923 
REPRINTED 1935 , 1936 


McGraw-Hill Book Company, Inc. 

PRINTED IN TUB UNITED STATES OP AMERICA 


THE MAPLE PM88 COMPANY, TORE, PA. 





TABLE OF CONTENTS 


Pair acs. 


Pao» 

t 


PART I 

THE NATURE OF MARKETING 

Chaptks 

I. Some Significant Aspects of Mabketing 




II. Market Potentials 


III. Buying Motives, Customs, and Phactices . . 


// ' 


Ify 


PART II 

THE MARKETING PROCESS 

IV. Mabketing Functions 


V. The Elements or Our Marketing Organization— Wholesale”""'^ 
Middlemen 131 

VI. The Elements of Our Marketing Organization — Retail Func- 
tionaries *....• 163 

VII. The Elements of Our Marketing Organization— Retail Fund- , 
TioNABiEs— C hain Stores a 201 


mi. Marketing Methods *. 


234 


PART III * 

MARKETING PRACTICE ^ 

IX. Marketing Agricultural Products— Farm Crops— Grains, Fruits, 

and Vegetables * 273 

X. Marketing Agricultural Products— Farm Crops and Live Stock .312 , 

XI. Marketing Agricultural Products— Dairy Products — Milk/* . 34? 


XII. Tee Marketing or Natural Products 


XJU. Tee Marketing of Manufactured* Products , 


;rX Tee Marketing of Services . . 

'ik/ Vii 


4 



, ... y 

■ -'Awl 



Viii , TABLE OF CONTENTS 

v. , t, p 

PART 1$ 

SOME FUNDAMENTAL MARKETING PROBLEMS 

Cha 

XV. Sobib Marketing Problems Connected with Prices, f 41 


XVL Financing Marketing Activities 5C 

XVII. Some Problems of Risk in Marketing • 55 

^XVIII. Sales-promotional Activities 57 


XIX. Problems of Agricultural Cooperative Marketing* . 61 

\ 

XX. Some 'Aspects of Formal Social Control in Marketing 66 


XXI. The Place of Executive Control in Marketing 69 

XXII. Standards of Marketing Accomplishment 72 

Index 



PART I 

THE NATURE OF MARKETING 




CHAPTER I 

SOME, SIGNIFICANT ’ASPECTS 07 MAttftZXMG 

Purpose of this chapter: To indicate the importance of the marketing process in 
our efenomic Bystem; to present a brief summary of the evolution of our market*'* 
ing Bystem; and to survey the general conditions affecting marketing policies, 
organisations, and practices. 

The Genesis of Marketing. — Marketing as an economic activity has 
its genesis in the highly developed specialization of labor and of processes, 
which is, perhaps, the outstanding characteristic feature of twentieth 
century industrial society. Forty per cent of the total population of 
the United States, in normal times, is gainfully employed. Forty-seven 
per cent, approximately, of this group is engaged in supplying the entire 
population with services of various kinds, while the other 63 per cent is 
producing, in many varieties of forms and qualities, different^rticles of 
merchandise used by our people and by foreigners. Approximately 
60 per cent of those producing tangible goods are. engaged in making 
available consumption goods, i.e., merchandise u§ed by the ultimate 
consumer in his everyday life. The other 40 per cent are engaged m 
producing durable goods, i.e., goods that do not disappear immediately 
with use but are used repeatedly over an extended period of time. 

The high degree of specialization, which is necessary to meet modem 
needs and to bring about low cost of production relative to non-specialiped 
methods of production, develops a correspondingly high degree of inter- 
dependence among individuals, between individuals and business enter- 
prises, between business enterprises and industries; amqng individuals, 
governmental units, business enterprises, and industries; and among 
nations and geographical sections of the world. 1 Each of these units, 
therefore, finds it necessary to produce a surplus above its own needs in 
order to have something to exchange for needed goods and services 

1 In 1929 there were 210,969 manufacturing establishments in the United States; 
90,607 establishments engaged in construction. The estimated v^ue of actual goods 
sad services produced in 1929 was approximately '181,000,000,000. The 1984 Census 
of American Business reported, for 1933, 164,101 wholesale establishments, ^£26,119 
retail establishments, dhd 602,416 service establishments. There were, hyt929, 
9,078 counties; 13,433 incorporated places having a population of less than '2,606; 
64,887 townships and other minor civil divisions; and 93 cities of mote than 1^0,600 
p opulati on^ The population of the United States, in 1929, was estimated at $32,* 
778,046 persons, comprising approximately W, 000, 000 families. The*populatisn & 
1936 was 127,6|1,000 people. } ‘ 
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■ ^l^oduoed by other units. When each unit exchangee the results of its 
'■ efforts directly for the desired quantities and qualmes of other units, 
have 6 baiter system. Experience has taught society that the Barter 
pfffkn, normally, is not suited to a specialized method of pnyiuction based 
on private property. Consequently, the marketing system was evolve*!.., 

* Merchandise and services under this plan are exchanged by the various 
-units for money, l *nd then the money is exchanged for the desired goods 
and serviced. This practice, however, emphasizes the problems of the 
distribution of income, of pricing, and of purchasing power. A need was 
frit for some form of organization whereby the producing units could 

* dispose of their surpluses and supply their wants, and those of the non- 
producing portion of the population, as to kind, quantity, and quality 
of economic goods. The economic process which accomplishes this 
exchange of goods for money and money for goods may be called market- 
ing. It is through the marketing process with its organizations, policies, 
and practices that the forces of demand and of supply act and react upon 
each other. It iB through the marketing process that the millions of 
individual consumers and the tens of thousands of corporations express 
their wants for goods and services and supply their needs. The market- 
ing process '£enerates the organizing force which coordinates and ties 
together the thousands of widely scattered specialized producing units 
into our present industrial society. 

, Current Criticism. — Our marketing organizations, methods, and 
practices have been severely criticized during the last decade. The 
charge has been made repeatedly that there are greater wastes in market- 
( ing tha& in other forms of business activity. Before intelligent action 
can be taken toward bringing about a more efficient marketing system 
itjs necessary to secure a clear understanding of the present situation. 

Why is the subject of marketing receiving so much attention at pres- 
ent? , What groups of people are primarily interested in solving the 
difficulties met? in buying and selling goods and services? Are these 
difficulties more formidable now than formerly? What are the necessary 
serviSes to be performed during the marketing process? What different 
types of organizations have been developed to perform these servicfe? 
How effective have these organizations proved themselves to be? What 
methods '* and practices are the brganizations using in the performance.', 
df the services f Are these methods and practices the most effective 
poasibji under the present situation? How can we determine the degree 
of effectiveness with which the services are perfoifned? What art? the , 
major marketing problems^ What of the future? Should the situation ! 
jite changed? If so, how, arid to what extent? 

* i H» term, money is used in the blind sense to include bank deposits subject to 
heck. * 
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These questions, along with others, are presented for 
in the various sections of this book. 

lire Meaning of CertiByr Marketing Tense. — M&rketinf may 
thought of asithat phase of business activity through which human wmiM - ! 
are satisfied fey the exchange of goods and services, on the one hand, for 
some valuable consideration — usually ^money or its equivalent — on the* 
other. The transaction always invokes the transfer* of ownership ascf 
usually, but not necessarily, a transfer of possession and the transporta- 
tion of the goods. Marketing is a means whereby the producer or seller 
disposes of his surplus goods, and the consumer or buyer supplies! his 
deficiency. Thus the farmer sells his surplus wheat to the miller, who* 
in turn sells flour to the baker, who sells bread and cakes to the housewife. 


The baker, obviously, has to buy such other ingredients juj sugar, milk, 
eggs, and fats, and to provide himself with fuel, light, land equipment 
from surplus producers before he can finally produce the breads and cakes 
which he sells to the housewife. She, on the other hand, must possess 
purchasing power in the form of money, credit, or produce before she can 
buy the baker’s wares. 

The term “marketing,” as used in this bopk, comprises both buying 
and selling activities. It is obvious that there can not Mia sale unlees 
some one buys and vice versa. The marketing process, consequently, 
has two distinct yet complementary parts. 

Buying comprises all those activities involved *in finding a suitable 
source of supply, selecting the desired quantity, quality, grade, style, 
and size, and coining to an agreement with reference to the price, delivery 
date, and other conditions. • 

'J 1 

Selling, on the other hand, comprises all those personal and impersonal 
activities involved in finding, securing, and developing a demand fggr a 
given product or service, and in consummating the Sale of it. The # major 
divisions of the selling process are advertising and salesmanship. >( 

Merchandising is that part of the marketing process Vhich has to do 
with the determination of what to produce, add to or take from a line of 
merchandise; the discovery and development of new uses for old products 
as well # as new products for old uses ; and the pricing of the product. It is 
an equalizing or adjusting factor tending to coordinate supply and 
demand. This particular aspect of marketing is receiving more tittention 
from business men than formerly because of many seriftus losses, due ia 
unexpected changes in demand and in products, that upset m§rkei 
methods, programs, %nd production schedules . 1 • 


1 For example, consider the effect of the development of alternating-current radio 
Sets upon the demand for battery sets; the futomobile and tractor upon the demand 
for harness, buggies, horses, qnd com; new models upon old models; eleefeical rftogsn*., 
ationupon ice and ice-making madffoery. 
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flyS Advertising in its many forms is that part soiling activity 

! ' which aids in buying and selling, usually by presenang a non-personal 
simultaneously to a large group oPpotent^l customers. The 
■is more commonly used mediums for conveying the message on a mass* 
production scale are newspapers, periodicals of diverse kinfls, car cards, 
"poster panels, the manifold forms of mail communication, the radio, 
talking pictures* and various kinds of outdoor media. % 

Salesmanship is that division of the selling activity by which the 
seller or his agent, in the presence of the prospective buyer, attempts 
to bring about a mutually satisfactory exchange of goods or services for 
5 a money consideration. 1 It is the function of the salesman to determine 
the want or need of the prospective buyer and then bring him top realisa- 
tion of. his need if he is not already conscious of it; to convince him 
that the product will satisfactorily meet his need; and, finally, to secure 
the desired action on the part of the prospect in such a manner that he 
wifi become a satisfied customer or buyer. 

Marketing is facilitated by business enterprises engaged in furnishing 
such services as transportation, storage, grading, inspection, credit, 
insurance, education, and printing. Other business organizations provide 
» a reading public, meeting places, and marketing information. These 
* facilitating agencies do not, however, in the ordinary course of business 
take title to goods or negotiate purchases and sales. 

Growing Public Interest in Marketing. — The number of people 
engaged in the field of marketing increased, from 1890 to 1930, about 
three times. This rate approximated the rate of the growth in the urban 
^population. The increase from 1910 to 1930 was approximately 70 per 
cent. The value and variety of commodities sold through mercantile 
institutions increased greatly during the period. Many new com- 
modities— electric lights, telephones, gas and electric ranges, automobiles, 
gasoline, radios, electric refrigerators, more ready-made clothing, canned 
goods, many foftns of power machinery, and a large number of substitutes 
for wood, used in the construction industry— were developed; changed 
habits and modes of living appeared, and more reliable commodity infor- 
mation for the consumer was made available. All of these dhan^s 

1 Hie Committee on Definitions of the National Association of Teachers of Market- 
ing suggests the following definitions for advertising, publicity, and personal salesman- 
ship, Advertising is any paid form of non-personal presentatjpn of goods, services, or 
- jdcas to a group— such presentation being openly sponsored by the advertiser. Pub* 
tieity is any form of non-personal presentation of goods, services, or ideas to a group. 
Such presentation may or may not be sponsored openly by the one responsible for it 
and it may or may not be paid for. Personal salesmanship is an informal, personal^ 
and oral presentation usually to an indrftdual prospect for the purpose of selling. 
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made it necessary to increase the number of people ha tbefield of 
nMuheting. 1 r ,M 

The growing complexity of our economic life develops new and greater 
difficulties f<jr the^consumer in his attempts to satisfy his wants, as 
well as for the producer in his attempts to determine what the consumer 
derates and to present his merchandise and services in an acceptable man* 
ner. The successful solution of these difficulties requires a more or ken 
accurate knowledge of these problems, their sources and characteristics, 
what has been done, and what can be done about them. These changed 
conditions have greatly increased the amount of the national income that 
goes to pay for the costs involved in furnishing the desired services and^ 
merchandise. The costs of marketing all goods in 1933 were equal, 
approximately, to one-third of the national income for that year. The 
marketing costs of some products equal one-half the price paid by the 
consumer and in a few instances — e.g., fruits and vegetables— may 
equal two or three times the price received by the producer, or as much as 
75 per cent of the price paid by the consumer. 

The thoughtful consideration given the subject of marketing by 
bankers, manufacturers, politicians, educators, and editorial writers is 
another indication of the importance attached to problems of buying and 
selling. Newspapers and periodicals devote much space to market news, 
comment, and discussion which is eagerly read by producers, merchants, 
and consumers. An examination of the card index of any large public 
library reveals scores of books that discuss marketing problems. This 
list, moreover, is increasing rapidly. A survey of the Readers’ Guide to 
Periodical Literature and of the Industrial Arts Index tor five years bank , t 
• will reward the investigator with a bewildering array of titles of articles ' > 
written on the various aspects of buying and selling. If we examine the 
programs of the meetings of different business associations and orggmica- 
tions, we find a large amount of time given over to the study of problems 
of marketing. Many of these groups have found it advisable to appoint 
and finance committees to make special studies. Marketing has grown 
from a relatively simple process to one that affects the welfare of all 
classes,* and it presents problems so complex and difficult that they 
challenge the best minds of the nation. 

1 According to estimates by Qalbnuth and Black, published in the Ouariwiy 
Journal of Economics, May, 1935, the value added by marketing fb products in 1929 
was $24,380,000,000 compared with $28,250,000,000 added by manulwturing; 1 
marketing added $13, 3$, 000, 000 to the national income, or 16 per cent, whue manu- ( 
factoring added $17,350,000,000, or 21 per cent of the national income. The'total 
number of people employed in marketing activities, not including transportation and 
communication, was 8,100,000, or 16,6 per cent of all gainful workers; manufacturing 
accounted for 27.4 per emit. * 
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Bvoiutioii of Marketing Organization and Practice.— The problems of 
marketing are being attacked by three different group!, each having in 
mind the conditions that are causing it the greatest concern. * The pro- 
ducer, for instance, finds his major problems centering aroi yd the deter- 
mination of what to produce that will satisfy the fancy of the buyers 
users, and what methods to use in getting his goods to tlie customer. 
During the depression the widespread practice of cut-throat competition 
developed into a major problem for this group. The Merchant, on the 
other hand, sees his major problem centering around securing what the 
consumer wishes, and having it ready for him when he wants it and at 
the price he is willing to pay. The wholesaler and retailer are concerned, 
primarily, with competition, sources of supply, terms of purchase, 
style, service, and the changing whims of the populace. The third 
group, the consumer, considers the problem of marketing largely from the 
point of view of price, service, and quality. In a buyers’ market the con- 
sumer does not recognize many serious difficulties, but in a sellers’ market 
such as existed during 1917 to 1920, he becomes super-sensitive to the 
difficulties he encounters in securing what he wants, when and where he 
wants it, and at the price he considers fair or just. 

The producer, the merchant, and the consumer are learning that they 
have a common objective in working for the establishment of policies, 
the formation of organizations, and the development of methods and 
practices that will eftable goods of the desired amount and quality to 
flow from the producer to the consumer through the channels that provide 
the lowest cost compatible with the quality and quantity of service 
rendered. • 


Much of the so-called New Deal legislation was designed to affect • 
marketing organization, policies, and practices. The codes, the Agri- 
cultural Adjustment Administration, and the laws concerning the opera- 
tion of security and commodity exchanges represent the attempts of 
organized society to reconcile the divergent interests of these groups and 
to define and to protect the rights of each. 

Basic Factors .— The roots # of the problems in marketing, as well as 
so many of our other business difficulties, spring from the constantly* 
cnangmg character of our economic and social institutions. Our present ‘ 
complex and involved economic brganization may be more easily under- 
i Jii v. per “ ap8 ' we rev f ew > briefly, our economic development. This 

hSISSu °T x h ! e y olution from a sim Ple rural community to a highly 
“dusteialized state has transformed the process ofbuying and selling 
into the outstanding problem of modem business. 

Conditions Prior to the Industrial Revolution.-lt is not necessary, 

!°A Umy the ecctoomic organisation of ancient Assyria, 
Babylonia, Egypt, Greece, and Borne, even though we might find such if' 
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study very interning and valuable. A study of the rural, town, and 
commercial organisations of medieval England %ill give an adequate 
picture of a relatively simple economic structure whence can he traced 
the more important changes it has undergone in the years following. 
Economic ^Organization of Medieval Rural England. — Nine-tenths 
of the people of medieval England lived in the country and secured their 
living from tilling the soil. The country was divided into a number 
of large estates, frequently with large expanses of forest, waste, and 
uninhabited lands separating the boundaries of the estates. Title t# 
all land was held by the king who let it out to his lords. The people 
lived in villages and farmed the surrounding land. They did not own 
the land or tools and did not work for a money wage. Instead of having 
free land-owning and renting farmers, as is the case in the United States, 
there was a strict class system made up of lords, freemen, villeins, and 
cotters. The status of each class was rigidly fixed by custom. The 
methods of planting, cultivating, and harvesting crops likewise were 
controlled by custom. The group labored as a community with little 
thought of experimentation, crop rotation, planning, or the exercise of 
individual initiative. The method used was the open-field system based 
upon the cooperative work of a number of land holders who held their 
land as serfs from an overlord. The purpose of agricultural production 
in medieval England was for local consumption and self-subsistence in 
contrast to modem production for the market . The manor was isolated 
and self-sustaining, as opposed to the interdependence of the modem 
farmer. There was no market for agricultural goods — therefore no 
value in exchange . There was no price level, as payments were made 
in kind . There was little private property, specialization, competition, 
money, or freedom of contract. Toward the latter part of the Middle 
Ages, whej% towns began to develop, grain and live stock in comparatively 
large quantities were regularly sent to markets by the lorcls and bailiffs 
of the manors . 1 

Economic Organization of the Medieval English Town. — Town life 
Wsb quite simple in the earlier period of the Middle Ages. Some villages 
grew into towns as time went on. This was especially true if they hap- 
pened to be located on a river that fum^hed a means of transportation 
or where there was a ford or mill. In other instances, Jowns grew up 
around fortified places, in court villages, and at tax-collection points. 
These towns played tan important role in the economic development 
of the Middle Ages even though only a small percentage of the population 
lived in them. There grew up in the towns new classes of people, the 

X i For a more complete discussion of the qpbject, cf. E. P. Cheyney, Industrial 
Ulrl Social History of England, Chap. II, and F. W. Tickner, Social and Industrial 
History of England, Chaps. II, III. 
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traders and craftsmen, who sold goods to each other and to outsiders. 
Thus marketing, in a simple form, appeared in a definite manner. Buying 
and selling, however, were under* the control of merchant guilds which 
exercised a monopolistic power over all trade. The gtilfl merchant 
determined who could buy and sell, and the conditions undpr which trad- 
ing was transacted. Members of the guild were favored, while outsiders 
were discriminated against. The interests of the consumers were pro- 
tected in that the members of the guilds were required to give full 
weight and good measure; forestalling, engrossing, and regrating were 
forbidden. .■ t 

Although the guild merchants, in the earlier part of the medieval 
period, exercised a powerful influence over trading and manufacturing, a 
time came when the craft guilds overshadowed and, in many instances, 
completely displaced them. A craft guild was made up of members of 
a single craft. As new crafts of industry arose, more and more craft 
guilds appeared. Membership, quality of work, condition of employ- 
ment, methods of trading, and the like were carefully regulated by these 
guilds. The craft guild form of production was known as the “handi- 
craft” system. Under this system we find a small-scale industry con- 
trolled by local monopolistic societies. Instead of manufacturing for 
an impersonal general market, as is typical of modem industry, produc- 
tion was largely to order; consequently, there were few middlemen. 
There was no power machinery; processes of manufacturing were few and 
simple. It was a tool industry carried on in small quarters with appren- 
tices and a few free laborers working for a wage. This form of life 
apparently developed ideals of liberty, honesty, fairness, and the dignity 
of labor. Here business relations were based on contract, money pay- 
ments, and specialization. , The town, as it developed, tended to aid 
in the breaking down of the isolation, independence, and self-sufficiency 
of medieval rural England. It also furnished a limited market for 
surplus agricultural products and a source of some goods needed by the 
agricultural classes . 1 

The Commercial Organization of Medieval England. — The handicraft 
system of production was followed by the domestic system. While \he 
technique of manufacturing was little different in the two systems, the 
chief change was in the control and direction of industry. Under 
. the domestic system the craftsman became a wage earner who was supplied 
with tools and raw materials by a merchant who told him what, how, and 
when to produce. This merchant-manufacturer did none of the manu- 
facturing himself but supervised it and assumed the risks of production 
sad marketing. The domestic system was common in all lines of industry 
by the early part of the eighteenth century and continued until it wag 

l Cf. Chstnsy, op. e U., Chap. Ill; Tickner, op. eit,, Chaps. IV-VI. 
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displaced by the factory system, which came with the so^KsaJled lndua^ial 
Revolution* 

Marketing organization; •methods, and practices during this period 
were crude*, tn fact, buying and selling were carried on under great 
handicaps* TJJiere were few roads and these were in poor condition, 
often infested by robbers. In some sections high tolls and taxes were 
assessed against # the goods and travelers that passed. Commerce felt 
the need of a strong centralized government that could furnish protection 
and improve roads, rivers, and harbors. There* were no banks and na 
uniform system of currency. Few people could read and write, so there 
were no newspapers and magazines; no means of communication by 
telephone, telegraph, cable, and wireless, such as we ndw have, were 
available; neither was there a uniform system of weights and measures* 

Merchandise was usually sold by “ merchants, peddlers, and chap- 
men/’ Goods were offered for sale at. fairs and markets and in shops* 
Fairs were held at different intervals, sometimes only once a year. They 
usually served as an agency for wholesale marketing. Foreign merchants 
brought their goods to the fairs and bought goods to be taken abroach 
Local and native merchants also used the fair as a place where buying 
and selling could be satisfactorily carried on. A considerable volume of 
retailing, however, was done at these meetings. Since the fair drew 
buyers and sellers from great distances, it was in reality a national institu- 
tion; while a market, although authorized by a grant from the king, as 
was the case with the fair, was usually of only local importance* Markets 
were open, usually, only one or two days a week. The time of opening 
and closing the market was closely regulated so that no one seller could 
secure an advantage over another. Shops began, perhaps, as stalls in 
the market place and finally developed into sheds or display shelves 
attached to the front of the craftsman’s house. There were lew shops in 
medieval England outside London. 9 

The tradesman of this period was not nearly so highly specialized as 
the twentieth century merchant. He bought and sold a wide variety 
of gpods; furnished his own means of transportation; arranged for his own 
protection from robbers, fire, shipwreck, and the like; secured what mar- 
ket information he could; assumed direqjly the market risks; and per- 
formed the functions of advertising and selling* # 

Modem Industrial and Commercial Development . — By 1760 important . 4 
changes had taken pl^pe and others came on rapidly. The development 
of the steam engine, power machinery, the factory, and rather minute 
division of operations ushered in the first stages of the Industrial Revolu- 
tion. This gave rise to new industries; jew districts became prosperous; 
cities with large industrial populations grew up; a new capitalistic 
class developed. There was a greater need for transportation, storage. 
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banking, and insurance services. New professional, commercial, and 
trade classes became prominent. The characteristic features of this 
period were large-scale standardized mass production,, according to 
design, for a world-wide impersonal market; goods and services exchanged 
ior money, which in turn was distributed among laborers, managers, 
landlords, capitalists, and service groups, who exchanged it for goods and 
services to meet their needs and wants. c 

It is not necessary, for our purpose, to trace in detail the causes 
and results of the many individual changes that took place during the 
nineteenth century. Our purpose will be served if we consider briefly 
some of the recent industrial changes that have affected marketing 
organizations, 'policies, and practices. 

The changes that played such a great part in determining the market- 
ing problems of today were not so much changes of kind as changes 
in degree. The major economic structures are of the same kind as those 
in existence at the beginning of the present century, but the economic 
organization is developing much greater force because of the increase 
in the speed and the breadth of its operation. 1 The depression of the 
1930’s, however, forced many changes in policies and practices of eco- 
nomic, social, and political organizations. Production and marketing 
were greatly affected by the breakdown of purchasing power of the 
masses, collapse of the financial structure of the country, and the disrup- 
tion of the normal flow of foreign and domestic commerce. The tre- 
mendous expansion in production facilities during the ten-year period 
1919-1929, the over-development of credit-creating agencies on both a 
national and an international scale, and the world-wide exuberant 
optimism of the period created apparently just the correct situation, when 
combined with the results ef the World War, to produce a world depres- 
sion *of the first magnitude. 

Some ordej out of the chaotic mass of difficulties encountered in mar- 
keting goods and services may be secured by classifying, on the basis of 
their source, the problems that have arisen. They may be conveniently 
grouped under four major classifications: (1) those problems that Ijpve 
their source in the changing conditions connected with the character of 
the product and the methods of production; (2) the problems that 
arise out of thp ever-changing character of the market and the demand 
. for merchandise and services. (3) There is a third set of problems that 
origk&te in the changes taking place in the marketing structure itself 
and in the methods employed. (4) Since 1930, governmental action, 


1 For an excellent comprehensive purvey covering the period 1920-1928, see the 
Beport of the President’s Committee on Unemployment, Recent Economic Chance* 
in, the United State*, Vole. I, II. 



BOMB SIGNIFICANT ASPECTS OF MABKBTttfQ IS 

both federal and state, has greatly influenced marketing organization, 
policies, and practices. 

Characteristics of the Mlthods of Production and of the Products.*** 
During the lalt twenty years great changes were made in the methods 
and scale of production; new inventions displaced old products, while, 
the uses of some old products were greatly extended. The use of power 
and machinery \jas greatly increased. Following the close of the World 
War, some producers found themselves with excess capacity; conse- 
quently, they were forced to devise ways and means of stimulating 
demand for the goods they were equipped to manufacture. Improved 
methods of sales promotion — advertising, salesmanship, installment 
selling, prompt and immediate delivery, and other forms of* service — were 
emphasized along with improvements in production designed to reduce 
costs. New types of products and improved models of old products 
were constructed for the purpose of stimulating sales. Many of the 
newer products, such as the automobile, radio, the talkies, rayon, electrical 
appliances, and the airplane, had far-reaching effects upon other indus- 
tries. The advent of the closed-model automobile, for example, gave a 
great impetus to the glass, upholstery, and paint industries and intensified 
the marketing problems of the textile and clothing manufacturers. The 
automobile is responsible for the rapid growth in the production of 
rubber, oil, and cement. The extent to which the automobile has affected 
our economic life is indicated by the estimate that 10 per cent of the 
gainfully employed workers is employed either directly or indirectly in 
the automotive industry and that 15 per cent of total taxes is paid for 
the privilege of owning and operating motor vehicles. Agriculture as 
an industry is still suffering from over-production. The condition of 
over-production exists largely as a result of over-extension during the war 
period, the introduction of power machinery, and the decline in foreign 
demand since 1920. With the decline of agricultural priqps, these pro- 
ducers reduced their purchases of manufactured goods, which promoted 
unemployment in the cities. This condition reduced purchasing power 
anc^caused sales to decline still more, thus intensifying the effects of the 
depression. Under the leadership of the A.A.A., however, supplemented 
by the drought of 1934, the huge surpluses accumulated during the 
preceding years were eliminated in 1935; purchasing pqwer expanded 
owing to higher prices and benefit payments. 

The following figures serve to illustrate some of the tremefidoUB 
changes that have taken place. The value of all goods available for 
trade, valued at point of production or import, in 1929, was in excess of 
$97,000,000,000. The value of the products of all manufacturers was 
approximately $70,000,000,000. Gross farm income from crops and live 
stock in 1929 amounted to $11,918,000,000; mine and quarry products 
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added approximately <4,760,000,000; forest products and tits fishing 
industry produced <3,260,000,000 worth of commercial goods. In order 
to meet our 1929 demand we were forced*to supplement the domestic 
supply by importing approximately <4,333,000,000 worth if goods. 1 * * We 
were able to sell to foreign countries more than <6,000,000,000 worth, or 
approximately 5 % per cent of our total domestic production. 

The degree to which the depression forced sharp relictions in all our 
productive activities is indicated by the following information. 1 Whole- 
sale trade declined from <69,000,000,000, in 1929, to <32,000,000,000, 
in 1933. Retail sales declined from approximately <49,000,000,000 to 
<25,000,000,000. The value of industrial products declined from 
approximately <70,500,000,000, in 1929, to <32,000,000,000^ in 1933. 
The net income reported on individual income-tax returns declined from 
<24,800,000,000, in 1929, to <10,800,000,000, in 1933. The national 
income declined from approximately <83,000,000,000, in 1929, to <38,333,- 
333,000, in 1932, and then rose to more than <55,000,000,000, in 1934.* 
While these figures represent the all-time peak and perhaps the all-time 
lows for the United States, they indicate the importance of the marketing 
process in our economic life. A vast and complicated marketing machine 
is obviously necessary to provide means for distributing the goods and 
sendees demanded by modem society. 

The construction industry was apparently especially susceptible to 
the depression. Its condition, which represents perhaps an extreme case, 
indicates some of the stresses and strains put upon our marketing system. 
The construction industry fell from a pre-depression value of <11,000,- 
000,000 to <3,000,000,000 in 1934. Home construction alone declined 
from <3,000,000,000 to <3,000,000. The decline in building, according 
to some estimates, added <3,500,000 workers to the unemployed group 
andf including those indirectly affected, 5,000,000 people. At the begin- 
ning of 1935 pne estimate placed the shortage in durable goods at 1934 
prices at <56,000,000,000 plus a shortage of <25,000,000,000 in buildings, 
and <5,000,000,000 for under-maintenance and needed new equipment 
of public utilities and railroads — a total of <85,000,000,000. It wguld 
take industry ten years, operating at 25 per cent above normal, to liqui- 
date this shortage. 4 , 

It is estimated that more than <5,000,000,000 has been invested in 
26,000 hotels having in excess of 1,500,000 rooms. Approximately 
<2,766,000,000 had been invested in the motion-picture industry 

1 The figures are based on reports of the 1930 Census. 

* This information Is taken from cUfferent governmental reports. 

* The significance of the data cited here is discussed in otheT chapters of the book. 

* BtdL of Cleveland Trust Company, Dec. 15, 1934. 
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by the beginning of 1929. The asset value of the elective power 
industry increased from $500,000,000, in 1902, to $12,500,000,000, in 
1932. | * 

During toe period 1920-1929 the volume of manufactured goods 
increased at the rate of 4 per cent a year, while the population increased 
at the rate of only 1.4 per cent a year. The output per man in menu* 
factoring establishments grew at the rate of 3.5 per cent la, year. From 
1900 to 1930 the number of wage earners increased faster than the 
population, while the hours of labor decreased 15 per cent and the 
physical volume of production increased 300 per cent. 

Changes in the Character of the Market . — Markets have increased hi 
size and complexity during recent years. The population of the urban 
sections has been increasing at a more rapid rate than that of the rural 
districts. The statement that 1,500 freight cars a day are required to 
supply merchandise to New York City alone indicates some of the mar- 
keting problems arising as a result of the concentration of people hi 
small areas. Buying power of the masses increased steadily from 1921 
to 1930. Buying habits during the last decade shifted, and wants grew 
both in number and in variety. 

The development of the desire for better things in life has been pro- 
moted by federal and state governments, our educational systems, and 
the automobile and good roads which make travel and touring not only 
possible but also enjoyable. The motion picture and the radio have done 
much to create a desire for goods and services which the consumer might 
not otherwise know of until a much later date. The parcel post system 
made possible the rapid growth of the great mail-order houses and 
played an important part, as also did the newspaper, magazine, national, 
and local advertising, in stimulating the rising standard of living in the 
rural communities. • * 

The following figures indicate the tremendous purchasyig power that 
has arisen. New life insurance in excess of $18,500,000,000 was written 
in 1929; $14,000,000,000 of new life insurance was written in 1934, an 
increase of 10.1 per cent over 1933. Approximately $98,000,000,000 of 
life insurance was in force at the beg inn i n g of 1935. The average face 
value of 93,000,000 life insurance policies in force in 1934, in forty-four 
principal companies, was approximately $1,100. It was .estimated that 
approximately 65,000,000 people carried insurance and that the com-, 
panics supplying the*jpsurance had assets of more than $18, 250, OR), 009. 
Acc umula ted savings in 1933 amounted to $50,000,000,000; there were 
40,000,000 savings accounts and 10,000,000 building and loan accounts. 
Each of 13,686,947 savings bank depositors had an average of about $700 
Oft deposit July 1, 1934. The 138 mutual savings banks of New York 
were reported to hold $3,562,095,000 in real estate mortgages in addition 
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$a 11,863,702,000 in government and corporation bonds. Dividends paid 
by American corporations in 1934 equaled $2,684,700,000. 

The use of electrical apparatus in the nome is widespread. There 
were, at the beginning of 1935, more than 20,500,000 h<Jmes wired for 
electricity, and the number is constantly increasing. •Fifty-six and 
two-tenths per cent of the homes had radios in 1933, and 3,500,000 radio 
sets, valued at $112,279,565 factory price, were manufactured in 1933. 
This represents a decline in value of 40.2 per cent from 1931. Five 
mil li nn new owners, however, were added from 1929 to 1934; 4,084,000 
sets were bought at a cost of $165,000,000 by radio listeners; in 1934, 
compared with 4,438,000 in 1929, the previous peak. About ttyo-thirds 
of these are believed to have been for replacements. Automobile radios 
and all-wave sets were largely responsible, together with lower prices, for 
this increase. 1 The effect of radio demand upon the sales of phonographs 
is indicated by the fact that only $301,436 worth of the latter were 
reported sold in 1933. There were approximately 16,800,000 telephones 
in use at the beginning of 1935. The number was probably in excess 
of 19,600,000 in 1930. At the beginning of 1935, approximately 6,000,000 
household mechanical refrigerators were in use; more than 1,300,000 
units were added in 1934, but the saturation point apparently is far 
distant since less than 30 per cent of the homes wired for electricity are 
equipped with refrigerators. 

An all-time peak to this date was established in 1934 for the produc- 
tion of cigarettes and radios and in the sales of gasoline, incandescent 
lamps, and electrical refrigerators. 

Changes in habits of living generate changed buying practices on the 
part of the consumer. Fewer people now live in single-family dwellings 
and more in apartment houses than fifteen years ago. More women work 
outside the home and fewer in the home. The average size of the family 
is decreasing;, the population trend is toward a lower proportion of 
children and a larger proportion of adults. Less of the family income is 
spent for staples and necessities, while more is spent for luxuries. It is 
estimated that from 1900 tb 1920 the number of restaurant waiters 
increased about three times as fast as the number of families, and res- 
taurant owners increased four times as fast. The sales of restaurants in 
1929 were appig>ximately $2,500,000,000. Bakery production increased 
* 80 per cent from 1914 to 1925; delicatessen dealers increased 43 per cent 
from 1910 to 1920, or almost three times as fast as /he population. The 

1 According to a report of the Columbia Broadcasting System, Inc., there were 
21,450,000 radio homes as of January^ 1935; there were 4,000,000 more radios than 
passenger automobiles, and twice as many radio homes as telephone homes in the 
United States. 
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rapid growth of the hotel, restaurant, and delicatessen is due in part 
to the changed activities of women. 

The increased money incomes and shorter working hours give the 
public more leisure. This means it has more time in which to’spend and 
to enjoy the fruits of its efforts. The result is an “accelerated growth 
of our service industries — travel, entertainment, education, insurance, 
communication ^ the facilities of hotels, restaurants, delicatessen stores, 
steam laundries, and public libraries, to mention a few.” 1 Retail sales 
of service establishments for 1933 amounted to $2,214,024,581. • 

Seventy-one per cent of the worlds 36,500,000 motor vehicles 
were registered in the United States in 1935 ; 8 $1,650,000,000 was 
invested in rural roads and for street construction and maintenance; 
24,933,403 motor taxpayers paid a total tax bill in excess of $1,200,- 
000,000 in 1934 ;* they bought 16,150,000,000 gallons of gasoline in 1935. 
There was a passenger car for each group of six people in the United 
States in 1934. The number of new passenger motor cars registered 
in the depression year of 1933 was 1,493,794. There were 49,000 more 
filling stations in 1933 than in 1929. The number of garages, restau- 
rants, and combination food stores likewise increased materially during 
the period. Approximately $115,895,370 was spent by 4,858,178 sport 
fishermen in 1933 for licenses, tackle, transportation, guides, boat hire, 
and lodging. 

The sharp shift in the style of women’s clothing illustrates the far- 
reaching effect of a change in demand upon industry. The demand for 
woolen and worsted cloth gave way to silk, rayon, and furs; the short 
skirt, for instance, curtailed demand not only for wools but also for 
cottons and greatly augmented the demand for silk hosiery and novelty- 

style shoes. • 

Changes in Marketing Organization and Methods . — The Jogical* con- 
clusion to draw as to the result of the changes in production and demand 
is that there must be adjustments and readjustments in the set-up and 
operation of the marketing machinery. A number of significant changes 
in organization, policies, and personnel have been made in an attempt 
to meet the difficulties generated by the conditions outlined above. 
These changes have not, however, proved entirely satisfactory. 

The n um ber of persons engaged in trade and transportation increased 
from approximately 3,300,000, in 1890, to 13,000,000, in 1930. There.^ 
• • 

1 Recent Economic Changes in the United States, Vol. I, p. xvi. 
i The number of new automobiles produced in 1935 is estimated at approximately 
3,600,000. Only 4,000 automobiles were manufactured in 1900. 

•The consumers paid a total motor-fuel bill of $740,000,000 in 1934, and a 
total federal tax of $736,939,967 on tobacco, liquor, dividends, and excess profit* for 
* the fiscal year of 1934. New York Journal of Commerce, Jan. 21, 1935. 
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has been a decided tread, since 1920, toward marketing goods in a direct 
line from producer to consumer. This movement has been to the dis- 
advantage of certain members of the orthodox organization. 1 The 
orthodox system of distribution for manufactured consumers’ goods is 
usually thought of as comprising the following set-up; producer to 
wholesaler or jobber, to retailer, to consumer. For agricultural products 
it varies according to classes of goods, e.g., live stock, ggains, and fruits, 
but in general it is as follows: producer to local buyer or shipper, to a 
merchant or an agent in the central market, and to the packers, in the 
case of live stock; to the exporters, speculators, and millers, in the case 
of the grains; or to wholesale commission men, to jobbers, and to retail- 
ers, in the casd of fruits and vegetables.* 

The so-called orthodox system, as indicated above, was found inade- 
quate to meet the needs that arose as a result of the changes taking place 
with reference to production and to the nature of the demand. The 
movement toward adjustment was started from two different points in 
the orthodox system. (1) The producer — the manufacturer and the 
farmer — began working out new plans. The manufacturer, through 
branding and national advertising, attempted to establish a firm control 
over the sale of his product. His methods, however, often raised protests 
from the wholesaler and the retailer. The farmer worked along lines of 
cooperative organizations and also resorted to political action. (2) The 
other attack upon the orthodox system developed in the ranks of the 
retailers. Here we find the mail-order house, the department store, and, 
since 1921, the tremendous development of the chain store and the inde- 
pendent retailers’ cooperative buying associations. These changes 
naturally created considerable confusion in the field of marketing and, 
obviously, tended to intensify the problems of buying and selling. 

The outstanding change in marketing organization developed from 
within is the chain store. We now have the simple chain-store system, 
comprising a number of retail outlets of similar kind and size under one 
centralized management; chain departments operating in department 
and specialty stores in certain merchandise lines; retailer-owned, jobi^r- 
owned, and manufacturer-owned chains of specialty and department 
stores; mail-order-house-owned chains of department stores; and associ- 
ations of independent stores for buying, advertising, and research. The 
development of integration in marketing has assumed three forms— 1 
vertical, horizontal, and circular. Vertical integrajion brings under one 
control a number of firms, each performing an essential step in the 

‘Strenuous efforts are being made by many affected middlemen to retard this 
. movement. This point is discussed ii^ later chapters. 

^ Cotton, tobacco, dairy, and poultry products have rather well-established typical 
organizations for facilitating buying and selling. 
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production and marketing processes. Horissontal integration brings 
together under one control |t number of similar units, e.g., forming' a 
d rai n of stores. Circular integration brings under a central control a 
number of companies which produce a related but non-competing number 
of articles so that a complete and well-rounded line of products cesa be 
offered; a stronger merchandising line-up results, as well as ponsiM* 
economies and increased control over prices and serviced. The rapid 
growth of integration has had, perhaps, an adverse effect upon the 
independent wholesaler and retailer. The chains, department stores^ 
and mail-order houses buy in such large quantities that they can go 
directly to the manufacturer, and, in some instances, they actualfy own 
or control manufacturing plants. The associations o^ independent 
retailers are also large enough to buy direct, thus eliminating many of 
the orthodox independent wholesalers. 

In addition to the phenomenal growth of the chain store, the diffi- 
culties of the independent wholesaler and retailer, the greater emphasis 
of the manufacturer and the farmer upon the marketing function of their 
business, hand-to-mouth buying, and installment selling, there has been 
another development of considerable importance since 1920. This 
development is the growth in the size of the sales territory of the retail 
store that handles shopping lines and is located in the larger towns and 
medium-sized cities. This is due to the customer’s growing interest to 
style, assortment, and variety, and the cultivation of demand by means 
of radio, motion picture, and magazine advertising. The great dis tanc e 
over which consumers can now go to shop is made possible, of course, 
by the automobile and good roads. These same factors have caused 
the failure of many small-town retailers. 

The traffic congestion in the down-town «ections of huge cities, on 
the other hand, has started a decentralizing movement on the paft of 
certain retailers. Thus some of the large department* stores have 
established branches in the suburbs; many outlying business centers 
are benefiting from the aversion of the public to the inconveniences met 
to qjtempting to park and shop to the central trading zone. The alert 
merchant has learned that trade is mobile because it now can go con- 
veniently where the inducement — in the form of style, quality, service, 
variety, and price — is sufficient. * 

The kind of merchandise sold in specific stores has changed; for 
instance, the Bureau ^f Foreign and Domestic Commerce found iff one 
of its surveys that hardware stores sell jewelry and cigars as well as 
plumbing supplies and thirty-eight other commodities. Women’s 
clothing stores sell men’s furnishings, leather goods, and kitchen ware. 
Candy stores sell vegetables, sporting goods, women's hosiery, and forty- 
five other articles. Baltimore purchases 68 per cent of its men's hats 
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from hat atoms bat less than 48 per cent of its men’s clothing from 
clothing stores. t 

Increased Governmental Activity . — The devastating |Bffects of the 
depression caused large numbers of fanners, manufacturers, merchants, 
laborers, and consumers to lose faith in their own ability to cope with 
the problems of declining sales, unemployment, and increasing deficits. 
The drastic decline in farm income, for example, so reduced the purchas- 
ing power of the rural communities that the effect was keenly felt through- 
out the industrial sections. 

The effective demand under depression conditions is not great enough 
to use, at their normal capacity, the productive facilities of ouf farms, 
factories, and mines and of our transportation and other service agencies. 
This situation indicates that large numbers of producers cannot sell their 
goods and services for a price that will permit them to buy the goods and 
services of the other producers. The solution of the problem is not clear. 
Some turn to political action and others to invention, organization, and 
better management. A combination of all, perhaps, is needed. 

There is an increasing tendency for those in the first class to form 
"pressure groups ” so as to influence legislation and governmental action 
for the benefit of favored classes in the guise of social reform, relief, 
the transfer of income and of wealth, and other social and economic 
objectives. . 

The federal government was prevailed upon to set up the A.A.A. to aid 
the farmer in solving his financial, production, and marketing problems; 
the N.I.R.A h with its codes was designed to aid the merchants, service 
groups, and labor. A number of relief agencies provided purchasing 
power through various forms of work projects and direct relief for 
financially burdened home owners and the unemployed. The federal 
government paid out through these agencies, for the benefit of public 
and private enterprises, during 1934, an amount estimated at approxi- 
mately $4,000,000,000 and a sum somewhat in excess of this figure in 
1035. There are differences of opinion as to the long-run value of many 
of the governmental acts. ‘Those who needed the aid and others jvho 
were beneficiaries, in one form or another, were pleased. Those who 
received little or no direct benefit view with alarm the mounting deficits 
and the approaching tax bill. The situation is similar, in some respects, 

; to a war. One may object to the cost but wonder whether he might 
not Save to pay more if nothing were done to alleviate the unfavorable 
conditions. The government actions, no doubt, create new marketing 
problems for business as well as aid in solving others. 

The group that turns to wha^may be termed individual enterprise mid 
scientific management for a solution places the emphasis on business 
management, research, invention, and governmental regulation rather 
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than on governmental planning, operation, and control* The possi- 
bilities offered by invention ^are quite promising* Some new develops 
ments which may aid in reducing unemployment, and thereby increase 
demand for some of the older products and at the same time provide 
new products and services, are mentioned in the following quotation : 1 

Air conditioning temperature and humidity control in homes, pffices, schools, 
hospitals and othei*public buildings. 

Light, streamlined, low center of gravity trains for speeds of 100 to 200 miles 
per hour* • 

Electrification of all railroads. 

Trunk highway systems avoiding cities and town and separating passenger 
care from trucks. * 

Highway lighting, making high-speed night driving safe. 

Flying at high altitude for increased velocity and economy, automatic 
piloting, and landing control from ground. 

Complete substitute for visual control, perhaps including microaltimeters 
and microfathometers, for making flying and navigation safe in thick weather. 

Home teletype by radio, giving up-to-the-minute news. 

Home motion pictures by radio. 

Home television for events of interest. 

Reduction in cost of power as by mercury boiler, coal used at mine, etc. 

High voltage, direct current transmission, reducing power costs and extending 
economic radius. t 

New materials — improved textiles, new synthetic resins replacing wood, 
metals and other natural materials for many purposes; new alloys, new structural 
materials giving better heat and sound insulation. 

Production of new and useful mutations and control of malignancies by 
X-rays. 

Elimination of slums, extension of parks, widening and beautifying city 
streets. * 

Household drudgery ended by complete electrification of every hjJme. * 

The broadcasting of motion pictures by radio and home television sets. 

Present-day discoveries regarding neutrons, positrons and tritrons may he 
expected to bring practical advances as important as those dependent on the 
daemon, which brought us radio, talking pictures »and television. 

One does not need to be an expert in economics or marketing to recog- 
nize the marketing implications of the foregoing quotation. 

Summary. — The close relation existing between the production process 
and the marketing pipcess, as suggested above, indicates quite clgarfy 
that the solutions of o\ it marketing problems must take into consideration 
the production aspects of any given situation. One of the most impor- 
tant problems of marketing is to determine what to buy or produce, 

f 1 Whitney, W. R., vice president in charge o? research, General Electric Company, 
Ifew York Journal of Commerce , June 14, 1934. 
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bow xmckj when, where, what size, quality, quantity, and design. The 
major difficulties of a number of industrip today are due to the fact 
that they are producing and trying to sell at a profit too many goods that 
are not wanted, and are not producing enough of the kmd and quality 
that are wanted. # 

A solution of the problems of selling for any given situation calls for 
a knowledge of the market, its size, location, and the general character- 
istics of the demand — what is wanted, when, and why. Successful and 
♦economical marketing practice is dependent upon an appreciation of, and 
a suitable adjustment to, all those changing conditions in our economic 
and social life that so vitally affect buying and selling procedurjej. 

The probfems of marketing have been intensified and complicated by 
the large amount of unemployment, declining purchasing pow^r, rising 
costs, governmental action, changed methods of living, the disappearance 
of established forms of demand, and the appearance of new ones. It is 
encouraging to know, however, that many business men and government 
officiate are alive to the situation. Greater emphasis is now being placed 
on market analysis, population and consumer studies, sales analyses and 
costs, product design, marketing methods, and the inefficiency due to so 
much duplication in marketing organization and activities. 
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Questions tot Discussion 

1. “ We can produce more than enough for everybody in this country.” Evalu- 
ate this statement carefully. Do you agree? Justify your answer. 

2. “The character of our productive activities and the continued operation of 

the economic system depends upon the wayB in which the people currently dispose of , 
their incomes.” Explain this relationship. * 

8. “Marketing, to the economist, is then a part of production. The business ^ 
man, however, speaks of marketing as distribution.” What activities does the 
economist include under the term “production”? What does the business man 
mean by the term “distribution”? flow does his meaning differ from the economises ■' 
meaning of the same term? 
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A case di^n°of kw?®*™? the other phaaes production* amply 

i&Ln 

«hBtJt mu? wm^t?*fc 8, ^ ere 7 M , no Problem of distribution because people lived 
«»ply and produced their own foodstuffs ami clothing materials and foundfuel and 

W ^° h ° reate Bh ® lter olose at hand.” Draw up a list dUndustrial, 

the P ° We ” 01 the BUUd merohftnta of m(WievaJ Englaud 

Lfa£jmark“kgp n roblems dlCate ^ *" ° f C ° n8Umpti ° n 

., ®1 “J° the , Ba f n wb ° looks be y° nd the immediate moment, who is concerned with 

the condition which will face society five, ten, and fifteen yearn from now, it is 
that the pmunpies involved should be clarified. ’ How can this aim be accomplished? 

9. The function of marketing is to aid in the satisfaction of wants at the lowest 
cost consistent with satisfactory service.” Is this statement acceptable to both the 
buyer and the seller? Justify your answer. 

10. “The day is gone when the recipe for fabulous profit was simply production: 
more production; still more production! The age of distribution is upon us.” If 
true, what is the significance of these statements ? 

11. “Important technical developments of the last half century have had a 
marked effect on both the methods and polities of retail stores." What are they? 
S“°w how each has affected retailing. 

12. How has development in transportation, advertising, and varying size of 

producers affected the marketing problem? * 

., 13 ‘ ‘ ,Tbe Performances of some of the retail functions are more difficult than 
they have been in the past; others are easier to perform.” Illustrate. 

.... are the policies of modern retailing that emphasize therchanged con- 

• actions in the methods of retail selling? 

, . 18 ‘ <<Wh ^ t “ needed is a greater appreciation and understanding of the unden- 
i,™! 8 1 60 ? nomic ba8 ?® for tiie rise in the cost of distribution.” List and mpklr. 
underlying economic causes. •««««> 

oom^u:;St h : r ,L e U r Undera wage ’ price - and P rofit extern, or unde? a complete 
oommunistio method of economic organization, it will always be true, that the level 

of 01 tbe ] Btandard of Mvin 8 oan be raised only through the production 

^ood, clothing, shelter, comforts, and luxuries.” Do you agree? What is the 
Ji&s^ting significance of the statement? , 

innnm .,,1 TL®* 7 < T not 68041)6 the fftct of 8ur 8« and setback that seems 

t f r** which > for a11 ite «"*** tovS 

Se ” a8tun ? lant challe nge that utter certainty could never pro- 

— y ° u “Jf* 6 * How does h a situation affect the action*and thought ef 
antrepreneurs? Of consumers? What is a logical solution? 
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MARKET POTENTIALS 

Purpose of this chapter: To define the concept market; to analyze the char* 
acteristics of the market and the nature of purchasing power— what it is, how it 
is created, how it is distributed; and to determine how purchasing power affects 
consumption. 

The concept market implies people and goods— demand and supply. 
Upon second thought one realizes that the term may suggest wants, pur- 
chasing power, competition, prices, and perhaps a place. Just what 
th en does this word market signify? The word has several meanings; 
the meaning in any given instance is likely to depend on the particular 
use of the term and the personal opinion of the individual speaking. It is 
not unusual for a speaker to give the symbol one meaning in a sentence 
and then use the word in a different way in the next sentence. 

, The Meaning of the Term Market. — An examination at this point of 
some of the more frequently used meanings will be of value in our subse- 
quent study. Copmot, a French economist, says, for instance, 

Economists understand by the term, market, not any particular market 
{dace in which things are bought and sold, but the whole of any region in which 
buyers and sellers are in such free intercourse with one another that the prices 
of the same goods tend to equality easily and quickly. 

Jevons, an eminent Ijpglish economist, gives us a definition in more 
concrete ^erms and at the same time brings out the evolutionary character 
of the concept . 1 He says, 

Originally a market was a public place in a town where provisions and other 
objects were exposed for sale; but the word has been generalized so as to mean 
any body of persons who are in intimate business relations and carry on extensive 
transactions in any commodity. A great city may contain as many markets as 
there are important branches of trade, and these markets may or may not be 
localized. Tlje central point of a market is the public exchange mart or auction 
rooms, where the traders agree to meet and transact business. In London the 
< • 

1 Among writers in the field of marketing we find the following statements: “A 
market is, then, a center about which the forces leading to exchanges of title operate, 
and toward which and from which the actual goods tend to travel'’ F. E. Clark, 
Principles of Marketing, p. 5, 1932. 

“ A market then is merely sue! potentialities as compose an opportunity far the 
purchase and sate of goods." R. F. Breyer, The Marketing Institution, p. 64. » 

24 
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SSiricet, the Com. Market, the Coal Market, Ike Sugar Market, and many 
othws aw distinctly localised; in Manchester the Cotton Market, the Cotton 
Waste Market, and others. Blit this distinction of locality is not neoessary. 
The traders majfbe spread over a whole town, or region of country, and yet aa|» 
a market if they are, by means of fairs, meetings, published price lilts, the post 
office or otherwise, in close communication with each other. 

A Perfect Market . — The economist frequently uses the expression 
“a perfect market.” It is said that a perfect or Completely organised 
market exists when buyers and sellers of a single commodity, engaged in 
active competition with each other, come together, in person, through* 
agents, or by various methods of communication, in commercial inter- 
course so free and general and attended by so much publicity with regard 
to their mercantile activity that they establish a single price at which 
the commodity exchanges ownership. 

The student will recognize immediately that the conditions making a 
“perfect” market are rarely found in the proper combination. The* 
highly organized stock exchanges on which internationally known securi- 
ties are dealt in, the English market for gold and silver, and some of the 
produce exchanges, such as the Chicago Board of Trade, come the nearest 
to possessing the attributes of the economist’s perfect market. 

Some Essential Attributes of a Market . — The definitions of the ternf* 
market so far presented show that there are in reality three concepts 
involved, viz., (1) the location, which is indicated by tfie use of the words 
place, region, and district; (2) the organization, e.g., as indicated by the 
use of such terms as the traders, exchanges, the stock market, and fears; 
and (3) the price-making factor. The economist places great emphasis 
' upon the tendency toward a “single price for the same commodity at a 
given time, arrived at under free and open competition.” 

The Market Is, Necessarily, a Group of People . — A market ma^ be 
thought of, for practical purposes, as a group of people who stand ready 
to buy a particular product or service at a given time for a definite price. * 

There are several possible ways in which a market may be designated 
and discussed; for example, the location of these groups of buyers may 
be ufced to classify the markets. The term is used in this sense when we 
speak of the domestic market and the foreign market; the national and 
the international or world markets; the* urban mar ket and the rural 
market; the local market and the central or terminal Market. Quite 
frequently the time elqnent of the market is used as a basia of class j£ce-«« 
tion. Then such expressions as future, cash or spot, seasonal, summer, 
temporary, permanent, continual, and intermittent markets axe 
used. When the price-making factor is used as a basis of classification, we 
hear such expressions as the ruling market, a selling or a buying market, a 
Jdtppetitive or a monopolistic market. The name of the organizations 



or the institutions used to facilitate the sale of the goods It sometimea 
t given, to the market; thus we have the retail, the wholesale, the ojbaix^ > 
store/ and the department-store markets. c The nature ejf the utilixatim 
of the goods or the purpose in buying may be used to designate the mar- 
ket. Under this classification we find the consumer, industrial, agri- 
, cultural, and institutional markets. The consumers may be divided 
on the basis of occupations into professional, labor, domestic, and other 
corresponding groups; the industrial market may be b&ken down along 
t the line of the nature of the process of manufacturing or the character 
of the product turned out; the institutional group divides naturally into 
several well-defined classes, such as educational, health,, land financ ial. 
The educational group may be separated into sub-groups, e.g., public 
and private schools; state-supported and privately endowed institutions ; 
elementary and high schools, colleges, and universities. 

The name of the product bought and sold is sometimes given to the 
market, as the stock, grain, live-stock, milk, wheat, cattle, and cotton 
markets. Another basis of classification is that of control. This method 
of grouping applies to the organized or semi-organized facilities making 
for the convenience of the buyers and sellers or their agents. Under this 
classification we find municipal and public markets and more or less 
Independently organized and operated exchanges, Buch as the Board of 
Trade, Curb Market, New York Produce Market, and the Chicago 
Stockyards Company. 

The buyer is likely to think of the market as a place where he secures 
the merchandise he wants, as the meat market, green market, grocery, 
drug, and other retail stores. The producer or seller may think of his 
market as the place where he disposes of his goods. Thus the farmer may 
think of the country buyer, the meat packer, and the cream station as 
his jnarke^s. The manufacturer may think of the wholesaler and the 
retailers as his markets. The man who deals in securities may think 
of the New York Stock Exchange as his market. 

The foregoing illustrations of different bases of classification present 
in a concrete manner an explanation for the many and diverse meanings 
given to the term market and indicate the necessity of knowing fthat 
meaning is intended when the word is used. Fortunately, the context 
of the sentence or paragraph* usually makes the user’s meaning fairly 
dear. * 

glassification of Buyers and Sellers. — According to our definition, 
one of the attributes of a market is “a group of people who stand ready 
to buy." This implies a willingness to purchase, which is the personal or 1 
psychological aspect of the market and is controlled, to a considerable 
extent, by custom, habit, and various individual and class motives,* 

1 The psychological aspects of the market are analysed and discussed in Chap. UL 
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■: Another impfication equally important as wp^ete 'ld ftfifo s ls % 

* ability to buy. ' , 

A sale-purchase transaction cannot be coheWftfoted unless then* fire 
people ready to sell as well as to buy. One of tiiMS^sses is as e§@®»t§Sl 
as the other in a marketing transaction, yet it is^^jitm^s pds^is to 
\ draw hard and fast lines of division because an indftd&ad or it Ann is * 
\ normally both ajauyer and a seller. It will be of assistance in securing & 

\ clearer understanding of the marketing problem, however, if we consider 
the buying and the selling activities separately. t * 

The Buyers . — We can facilitate our discussion of buyers by grouping 
them under five major classifications. One group, the producers, com- 
prises all of those individuals and firms that purchase raw materials, 
supplies, equipment, and services for the purpose of using them, either 
directly or indirectly, in the production of some form of merchandise 
or service. The characteristic feature of the buying by the members • 

I of this group is that they buy not to satisfy a personal need or whim but 
from a utilitarian motive. They keep constantly in mind the effect 
of the cost, the quality, performance, and the like upon the final cost, 
quality, appearance, and performance of the article or service they are 
( producing to sell to some one else. 

; A second aggregation comprises all those buyers who purchase for 
t the purpose of reselling at a profit. They are known #s merchants. The 
more familiar of these are the large variety of wholesale merchants and 
the many different kinds of retailers. The characteristic feature of rim 
buying of these groups is that they attempt to interpret the,wants, likes, 
and dislikes of the ultimate consumer, and to estimate his purchasing 
power, and then buy the merchandise they think will best suit their 
clientele. The success of the individual merchant is in direct ratio to 
his ability to interpret accurately the wants of his customers.* * 
Institutions, such as schools, governmental units, hotqls, hospitals, 
and banks, make up another class of buyers. This group has some quali- 
ties that are similar to some of those in the two groups mentioned above. 
The # distinguishing feature, however, is thett what it buys is used to 
aid in producing and selling the service which is offered to the clien- 
tele of the particular institution concerned. While these institutions 
do resell some merchandise which they have bought and may even 
produce tangible goods, these are not, however, their major activi- 
ties. They are only ^tridental to the sale of the services, the pririRry - 
good. 

Agents, the fourth class of buyers, comprise a rather miscellaneous 
group of purchasers who do not buy for their own account but farblsb 
their specialised services and superior Irade connections to the three 
groups mentioned above. The nature of their buying is determined, 



2g THE NATURE OF MARKETING 

therefore,by the wants and needs of the firm or individual for whom they 
operate, be it a producer, an institution, or f a merchant. 

The last member in our major classification of buyeip, the ultimate* 
consumer, is quite different from the other members. This group com- 
prises every one— professional man, laborer, fanner, business executive, 
it clerk, and housewife— who buys merchandise and services to satisfy the 
personal needs and wants of himself or the immediate members of his 
family. The individuals in this group buy with the idea of satisfying 
their personal desires rather than for the purpose of resale or for the 
facilitation of production. 

The Sellers. — Sellers may be grouped under the five classifications 
which were used in grouping buyers. The producer is now interested in 
selling his finished product to other producers and to institutions, mer- 
chants, and ultimate consumers. The merchants, institutions, and 
agents are likewise engaged in disposing of their merchandise and services, 
at a price that will yield a satisfactory profit, to their different kinds of 
Customers. The ultimate consumer as an individual is vitally interested 
in selling his personal service at or above the going market price and under 
conditions which he considers reasonable. 

Classification of Goods. — Another requisite of the market is an eco- 
nomic good. 1 A better understanding of how the product and its out- 
standing characteristics affect the problem of marketing may be secured 
by some useful grouping of products according to certain attributes. The 
value of any basis of classification depends, manifestly, upon the use to 
be made of the classification. 2 One basis of classification will be useful 
for one purpose, while another basis may be best for a different purpose. . 
The two most frequently used classifications are made on the bases of 
the source of the goods and# the nature of the use . 

The Source of the Goods . — Economic goods may be classified, on the 
basis of their source, into four major groups, viz., natural goods, agri- 
cultural products, manufactured products, and services. 

Natural goods comprise land, water power, and the output of mines, 
forests, and the waters. The distinguishing feature of the membejs of 
this group is that they are taken directly from nature and turned into 
the channels of industry. The value of the annual production in the 
United State* alone of crude oil, coal, iron ore, copper, timber, anjl fish, 
*to mention only some of the more important natural products, amounts 
toThillions of dollars annually. Natural resources have furnished the 

1 This does not mean, however, that the particular commodity or service has to be 
in existence at the time the sale is consummated. Futures mar kets may deal in 
contracts for the delivery of product^ as yet non-existent. 

_ 1 ^ or a summary of classifications proposed by Copeland, Duncan, Converse, and 
Bhoades, see F. D. Converse, Elements of Marketing, pp. 123 ff* 
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ds for much of the economic prosperity throughout the worid since 
i beginning of time, and especially since the beginning of the Industrial 
volution . 1 , 

The second group of goods, classified on the basis of source, comprises 
agricuUurdL products. These products are the results of man’s work- 
directly with the forces of nature to produce, for example, fruits, 
etables, grainy fibers, dairy products, and live stock. It is from this 
e that the materials for the world’s food and clothing are largely 
ived. The nature of these products and the conditions under which* 
y are produced and consumed create a number of difficult marketing 
blems . 2 

Manufactured goods form a third group. Manufacturers, with the 
of labor, tools, machinery, and power, change the form of a large 
ntity of agricultural and natural products to meet the needs of the 
srent classes of buyers. Thus iron ore is changed into steel and then 
■ locomotives, automobiles, plows, stoves, and typewriters; coal is 
lged into heat, coke, gas, and tar. The last, formerly a waste 
luct, is now used to produce dyes, pharmaceutical products, explo- 
s, and other chemical compounds. Hogs, cattle, and sheep are 
}d for their meat and hides and as such are classed as agricultural 
lucts, but when taken to the meat packing plant 

their carcasses start on a route which branches into an astonishing number 
iths, producing meat, and manufactures of meat; bones, from which are made 
white articles, such as knife and brush handles, charcoal, bone black* 
:en feed and fertilizer; fats, bases of soap and many other things; certain 
il chemicals; and offal, which is made into glue, gelatine, grease, and fertilizer, 
hides form the raw material of a chain of plants starting with tan vats, from 
h the leather produced is split into two or mor^ layers, and worked through 
7 processes to form many grades and kinds to go on into the planty producing 

i, straps, handbags, gloves, pocket cases, and a thousand other articles. 8 

• 

?he problems of marketing for this class of products are greatly com- 
.ted by the character of the demand as well as by the characteristics 
£ products and their methods of production . 4 
'he fourth classification comprises a large list of intangible goods 
h may be designated as services. In this group are found human ser- 
, ie.g. 9 labor, professional, and managerial; mechanical* e.g., forms of 
iportation, communication, printing, and power; institutional, e.g. 

7f. Chap. XII for a dftcussion of the marketing of natural products. 

If. Chaps. IX, X, XI, and XIX for a discussion of the marketing of agricultural 
ots. 

Junotll, & H., Industrials: Their Securities and Organization , p. 77* 

Consult Chap. XIII for a discussion of soine of the problems encountered in 
sting manufactured products. 
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the varied services furnished by commercial and investment banks, 
insurance companies, hotels, hospitals, theaters, and educational institu- 
tions. The commercial demand for services increased greatly after the 
World War, as evidenced by the billions of dollars expended for facilities 
to produce the many different kinds of services and by»the millions of 
dollars spent annually for the services themselves. It appears that as 
the per capita income of a nation increases and the stqpdard of life rises 
there is a greatly augmented demand for the services enumerated above. 
♦The characteristics of this group of economic goods are so different 
from the three other classes as to present unique marketing problems . 1 

The Use of the Goods.— Goods may be classified, on the basis of their 
use, into two major groups, viz., for use by industry and institutions aqd 
^for the use of the ultimate consumer . 2 This method of classification jjs 
frequently of most value to the seller in locating and cultivating thjp 
idemand for his output. If he knows the use to which his product i^ 
/to be put, he is in a better position to design, revamp, and otherwise 
make adjustments so as better to serve his market. He is able at the \ 
same time to point out to the buyer and the prospective buyer just how 
the product will meet their needs. 

Industrial Goods . — Goods purchased by industry are used either as 
raw materials or as equipment, supplies, and other aids in production . 
Raw materials arq goods consumed in making finished or semi-finished 
products. The term “raw material” is really a relative term, as a good 
may be used as a finished product in one industry and as a raw product 
in another. # Leather, for instance, is the finished product of the tannery, 
but one of the raw products in the shoe industry. Flour is the finished . 
product of the miller, but raw material for the baker. Raw materials, 
therefore, may come fronj one or more of the four sources given above.* 
Whether a product is so classed, however, depends entirely upon its use 
rather than jipon its source. Some products used as raw materials are 
graded to strictly established standards and have to be sold at competitive 
market prices. Nothing is left for the seller of such goods to offer as 
an argument for purchasing his particular product except such factors 
as lower transportation costs due to location, better credit terms, or 
superior service in delivery, osder taking, and packing. 

Some manufactured goods are bought by producers, merchants, and 
^msUtutions for the purpose either of aiding in the construction of their 
^SJShed product, e.g. t factory equipment, supplied, and office appliances, 

1 C/. Chap. XIV for a discussion of the marketing of services. 

•It is sometimes advantageous to classify goods on the basis of durability; thus 
both industrial and consumer good§ may be divided into two sub-desses, via. (1> 
durable and (2) non-durable goods. 

*cy. p. 29. 
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at of attaching, as accessories and original equipment, to their completed 
product. Thus a manufacturing plant may buy a number of electric 
motors as factory equipment, or a washing machine manufacturer might 
buy wringers with which to equip his machines. These articles, tinder 
such conditions, are classed as industrial goods. On the other hand, when 
a farmer buys a motor from his local hardware dealer or from a mail- 
order house to gut on his washing machine, the motor is a consumer 
product not an industrial good. The markets are quite different in the 
two illustrations, necessitating different methods of analysis, service, and* 
development. 1 

Consumers' Goods . — The second major classification, on the basis 
of use after purchase, is consumers’ goods. In this group we find services 
and manufactured, agricultural, and natural products. The buyer—, 
the ultimate consumer — may purchase directly from the producer or he 
may purchase from a retailer who has bought the merchandise from s| 
wholesaler, jobber, broker, manufacturer, or importer, for the purpose, 
of resale to the consumer. The consumer spends yearly, we learned in 
Chap. I, large sums of money for rent, taxes, professional services, amuse- 
ments, food, clothing, and many articles of luxury. Producers and 
merchants who sell to the ultimate consumer must take into consideration 
his likes and dislikes concerning design, quality, price, and service. 
As there are many different classes of consumers, careful study is neces- 
sary in order to produce the proper quantity of the desired design, 
quality, and price in time to meet the demand. 2 

FACTORS THAT DETERMINE A MARKET 

A study of the factors that determine the market for any given product 
involves two considerations: (1) ability of the people to buy and (2) the 
need or desire for the product or service, which may be real or imaginary, 
latent or active. The same view is expressed in the following quotation: 
“A potential market may be defined as a given area containing people 
who are merely ‘able to buy,’ while an active market is one in which 
ther® are people who are willing and ready to buy."* One can readily 
confuse a willingness to buy with the ability to buy, yet a clear distinction 
is essential to a satisfactory solution of marketing problems. 

Importance of Coordinating Production with Demand.*-One of the 
major problems of mqdem industry is to adjust production capa^jjjg 
and the supplies of goods to present and future market needs. This 

1 This subject is developed in more detail in Chap. XIII. 

* It is Sometimes useful to classify consumer goods on the basis of consumer 
mying habits into (1) convenience goods, (2) specialty goods, and (3) shopping goods 
[see Chap. XIII). 

* “Medpt Data Book of New England,” Domestic Commerce Set. 24, p. 3, 
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coordination of production and the needs of the market demands, on 
the part of management, a definite knowledge of what to produce, how 
much to produce, when to produce, and where to produce. This informa- 
tion can be secured only after learning who can and will buy. Why do 
or will people buy this particular product or service? What are their 
buying habits, customs, and prejudices? The dynamic character of our 
social and ecbnomic life makes it difficult to secure definite answers to 
these questions. 

• A lack of knowledge along the foregoing lines explains in part the sad 
plight in which the producers of rubber, coffee, sugar, wheat, cotton, 
coal, copper^ tin, nitrate, and oil found themselves during the 1920’s 
and 1930’s. Attempts, under governmental leadership, have been 
mn/ip in Brazil, France, England, the United States, and many other 
countries to bring about a proper relationship between production 
and demand for certain agricultural products. The efforts ha^e not 
always been as expected and desired. The manufacturers of woolen 
textiles, musical instruments, steel, and industrial equipment, for exam- 
ple, have suffered because of excess capacity due to a diminishing market. 
The automobile manufacturers, on the other hand, seem to have profited 
by experience so that since 1924 their output has been fairly well 
adjusted to market needs. 

The ideal is to .determine, well in advance, the market potentials and 
then gear production accordingly. The development of the particular 
technique for any given business is a task for the marketing executives 
of the firm. . It is within the province of our study, however, to consider 
the factors that reflect the purchasing power of a market. The remainder . 
of this chapter is given over to this aspect of market information. The 
following chapter considers the other factors of demand. 

•Measuring Market Potentials. — The sale of most products is usually 
conditioned Jby a number of factors; consequently, it is no simple matter 
to select the factor or a set of factors that accurately indicates the 
purchasing power of the county, city, trading area, class of buyers, or 
other unit that may be selected. The possible purchases of automobile 
tires may be estimated from the trend of automobile registrations over a 
period of years, while the sale of certain low-priced electrical appliances 
may be estimated from a knowledge of the number of wired homes. Such 
^simple indexes are not available, however, for the great majority of goods 
aBS services sold. Much time, study, and moqey have been spent by 
research men employed by magazine and newspaper publishers, advertis- 
ing agencies, industries, and various governmental agencies, in an 
attempt to isolate the factors that will give a reliable index of consumer 
purchasing power. The Census of Distribution for 1929, the Census of 
American Business for 1933, and the Census of Agriculture for 1934, 
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furnish valuable information for market analyses which was not hitherto 
available. , 

Conditions That Determine the Ability to Buy . — It is possible to 
approach the problem of determining the purchasing power of a com* 
munity through an analysis of the factors that determine the amount of 
income received in any community during a given period. There are 
three outstanding elements that condition and determine the amount of r 
income. They are the geographical conditions, population character- 
istics, and economic development. 1 • 

The Geographical Conditions. — While geographical factors affect both 
purchasing power and needs, we shall consider at present only the effect 
on buying ability. Differences in topography, soil structure* and fertility, 
rainfall, temperature, mineral and forest resources, harbors, water power, 
navigable streams, and other natural resources determine the character 
of the industries that dominate a locality; these industries in turn influ- 
ence the make-up, prosperity, and standard of living of the people. It 
may safely be left to the reader's experience, observation, and imagination 
to supply cases illustrating how and why the incomes of people living in 
torrid and frigid zones, mountainous regions, regions rich in natural 
resources, and large urban centers differ from the incomes received by 
people living in various sections of the temperate zone, on alluvial plains, 
in regions lacking natural resources, or in rural communities. 

Population Factors. — A detailed knowledge of the outstanding 
characteristics of the people within the market area is of value in 
determining their purchasing power. This factor is reflected by both 
quantitative and qualitative characteristics of the population. It is 
sometimes advisable to classify the population on various bases and deter- 
mine the number in each class. The bases mc^t commonly used are age, 
sex, nationality, race, religion and church affiliation, occupation, citizen- 
ship, and amount of illiteracy; home owners versus non-homg owners; and 
number and size of families. The relation between these classifications^ 
and purchasing power is perhaps obvious. It is readily seen that a com- 
munity made up largely of men and women between twenty and forty-five 
years of age would likely have a greater purchasing power than one com- 

• 

1 Since 1930, governmental action has greatly influenced purchasing power of 
different classes of individuals. Thus large amounts in relief payments have been 
made to the unemployed^ benefit payments amounting to hundreds of millfeiiaj^p 
dollars have been given to producers of cotton, rye, sugar beets, sugar cane, tobacco^ 
peanuts, com, wheat, and hogs; loans have been extended to manufacturers, farmers, 
home owners, banks, insurance companies, and railroads. The government has paid 
out huge sums for public construction, thus creating a. demand for labor, machinery, 
and other supplies. At the same time the purchasing power of others has been 
decreased through added costs, higher taxes, and direct competition with more or 
less subsidised activities. 
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p rl»ing a large proportion of children and of aged people. A co mm u n ity 
comprised of retired business men or farmers might have a higher pur- 
chasing power than another community; however, sales might not be so 
great per capita owing to differences in living habits. Total and per 
capita purchasing power is likely to rise as we approach the condition of 
a stationary population; this situation is estimated for the United States 
by approximately 1950. There will be at that time a smaller proportion 
of children and of low-earning foreign laborers in our total pop ulation 1 
*A population having a large percentage of negroes or of foreign-bom 
laborers does not usually possess high purchasing power because of low 
incomes, yet it is stated that the consumption of poultry and is 
affected in a positive way by the number of foreign-bom, Jewish, negro, 
Mid transient inhabitants.’ > 


Economic Activities. — One of the most satisfactory indexes of pur- 
chasing power is the nature of the economic activities carried oh within 
the market area. Some cities and districts take on peculiar character- 
istics due to their predominating industry or activity. There are, for 
instance, one-industry towns, such as Bridgeport, Akron, Youngstown, 
Pittsburgh, and Gary, in which men workers predominate. Then there 
are the women’s towns, such as New Bedford, Lowell, Patterson, Fall 
River, and Manchester, which are primarily dependent upon the textile 
industry. Other cities, because of excellent transportation facilities 
with the surrounding territory, become good shopping and distributing 
centers for a wide area. The purchasing power in such cases may depend 
upon the degree of agricultural or mining prosperity. The more diversi- 
fied the economic activities of a district are, the more stable is the income 
of the community. Industries that have strong seasonal trends do not 
make for steady payrolls. ^Agriculture, for instance, is subject to seasonal 
vamtion m production, and, in addition, the income is subject to violent 
fluctuation (Jue to weather conditions at home and trade conditions 

Sjg. 1 ” spite of these handica Ps, the agricultural population of the 
United States possesses great purchasing power. 

AatljsUof Purchasing-power Factoro.— We can amplify our analyil. 

■»** by wddn, andUee^few 

How do the amminT ^ ^ *** 80urces our national income? 

JS. ,f e ‘"T* pow “ °l ‘be income ymy 
— TO yearr VVho gets the national income, i.e . what are the 

rr '.r 1 wh “ *">■”*» * «■* ^ 

w 18 the income used; what do the families in . 

rate and ° fpur population “ due to the decline in the birth 

* Cowan, D. R., Analyzing the Market far Poultry Produde. 



mabkst potbntials K 

the various income groups buy with their money, and bow do their 
expenditures for major items»vary with the size of the income ? 1 

Some Factors Affecting Purchasing Power . — The major objective of 
the consumer as a buyer is to satisfy, to the best of his ability, bis varied 
wants and desires. His ability to fulfill his wants depends upon his 
awareness of his needs, his decision as to what product or service will 
suffice, and his ability to finance his proposed purchase.* The ability 
and opportunity of a nation to consume are limited, in the long run, by 
its natural resources and its productive activity. A nation cannot long* 
consume abundantly unless it produces in like manner. 

The American industrial worker, for example, has enjoyed over a 
long period of time a better relative economic position thaif his brethren 
in other countries . 2 This favorable position has been made possible, in 
part, by our rich natural resources, the character of our population, and 
the aggressiveness of our business management. The American manufac- 
turer makes great use of power equipment. More power and machinery 
per worker is constantly being used so that the output per man con- 
stantly increases, thus lowering production cost and at the same time 
permitting a shorter working day and higher wages to the laborer and 
lower prices to the buyer. The following table illustrates this develop- 
ment up to the beginning of the depression. 


Table 1. — Productivity of Manufacturing Industries 1 


Year 

U.S. Popu- 
lation 

Physical 
volume of 
production 

Number of 
wage earners 

Output per 
* wage earner 

1899 

100 

100 

mWm 

100 

1909 

121.1 

154.5 1 

H 


1919 

140.3 

225.1 


BSIB 

1921 

144.5 

186.3 

1 

mssM 

1925 

153.4 

282.2 

■ 

life 

1929 

162.3 

331.4 


189.7 

Average yearly in- 
crease. per cent 

2.05 

7.0 

B 

3.0 


1 Economic Condition*, published by the National City $ank of New York, September, 1934. 


1 This question is discussed in Chap. III. • 

1 According to calculations made by the American Iron and Steel Institute, based, 
on records of the U.S. Department of Labor and the League of Nations, steels tUr 
employees in the United States earn an average of 120 to 650 per cent more per hour 
than workers in foreign mills. American workers were paid an average of 64.7 cents 
per hour in November, 1934, compared with 17 cents in Belgium (1933); 22% cents 
in Chechoslovakia (1934); 26 cents in Germany (1934); 25 cents in Great Britain 
(1933); 9% cents in Japan (1933); and 29 cents in Sweden (1932). The unweighted 
average for these six countries is 20.6 cents per hour. Milwaukee Jour Jan. 29, 19354 
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It is interesting to note that the output per worker increased con- 
tinuously during the period even though tfeere was considerable fluctua- 
tion in the physical volume of output during depression periods. During 
l v the period 1922-1929 the manufacturing industries of the United States 
secured an average increase of 3.8 per cent per worker per jjear. This was 
brought about largely through increased mechanical efficiency. The 
average yearly percentage increase in the number of wqpkers was 2.1 per 
cent, which was practically the rate of increase in the population. The 
•physical volume of production, however, increased 7 per cent yearly. 

Aggregate profits of all corporations in the United States for the 
period 1919-1932 averaged 2.42 per cent of the aggregate gross income. 
If we eliminate the three worst depression years — 1921, 1931, amH 1932 — 
the profits averaged 4.08 per cent of gross income. The average profit 
on gross business of manufacturing concerns for 1919-1932 was 3.62 per 
cent, and on net worth for 1924-1929 it was 3.95 per cent. 1 If these 
estimates are correct, profits were not excessive, nor was there over- 
production of manufactured goods. 

The ability to consume of any given family or individual within the 
nation depends upon the proportion of the national money income 
received. The individual in the role of a producer wishes to sell his own 
services for as great a portion of this money income as possible; as a 
consumer he wishes to exchange as small a portion of his money income 
for as large a quantity of goods and services as possible. 

The following quotation from a letter written by Heniy Ford to 
Matthew Wpll, vice president of the American Federation of Labor, 
indicates the vital relationship existing between the ability and the 
opportunity of labor to sell its services at a price that will enable the 
workman to buy the good^ of industry. The value of good management 
* m modern, industry is likewise emphasized. 


Uideas the Vorker in American industry is enabled to use and enjoy the prod- 
ucts of industry, the natural balance cannot be maintained. Our only market 
I??™ 1 ? 1 bel ? V \ that wages wiU c 011 * 111 ^ to go higher not as a result of 

SS.™ ?"* hu “ anitarian motive8 ’ but as the result of the khjd of 
management that will enable men to earn more. 

You understand, of course, that inexperienced or short-sighted management 

T“ ti r ’ rh, ° h ~ **•» 

*£*ta£e y d ° T eam ’ but h can create methods by which man, with 

Sterne effort, or even less, can eam more and so receive more.* 

or indirectly, the wants of the consumer. The products of the farm, 

1 Op. eit ., November, 1934. * 

* New York Journal of Commerce . 
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the mine, the forest! and the waters are sent to market in response to, or 
in anticipation of, this consumer demand. Our great industrial and 
commercial centers have been developed in an attempt to serve the 
consumer. The numerous and varied educational! professional, and 
amusement agencies have come into existence as a result of the greats 
consumer demand or in anticipation thereof. The purchases of industrial 
concerns are limited by current earnings, the prospects of future profits, 
and the availability of long-term credit. 

The consumer, undoubtedly, holds a dominant position in our eco- 
nomic life. Upon his ability and willingness to buy depends, either 
directly or indirectly, the success of any given business enterprise. 
Producers, merchants, and the various agents and agencies are in business 
to earn a surplus above their costs. The amount of this surplus is limited 
by the prices they pay for labor, materials, equipment, power, and other 
requisites, and the prices they receive for the finished goods and services 
sold. As we noted above, the ability of the consumer to buy continuously 
in satisfactory quantities, at remunerative prices to the producers and 
merchants, depends upon his purchasing power — the size and proportion 
of his money income. 

The student should not be misled, however, by the foregoing state- 
ment. Reflection will immediately demonstrate to him that consumers 
and producers cannot be permanently segregated into two distinct groups 
with, perhaps, conflicting and opposing interests. Producers and mer- 
chants are also consumers. The consumer is also a producer and a 
seller. The laborer, for instance, sells his services and buys goods and* 
services. This dual relationship has caused much confusion in thinking 
on the part of many well-meaning people. 

The Sources of Our National Income . — Table 2 indicates the importance 
of the various major divisions in our economhi organization as sources of . 
the national income. The data begin with 1929, the year*of greatest* 
total money income and of greatest total purchasing power. 1 If we 
group the various sources of income under the four corresponding headings 
used in classifying goods on the basis of their source, we have the follow- 
ing: agricultural, natural, manufactured, and service. The proportion 
pf total income supplied by agriculture amounted to approximately 
?.8 per cent in 1929. This percentage fell to about 6.75 in 1933, which, 
however, was slightly higher than the 6.75 per cent dhown for 1932, 

the low point for agriculture. The share of the total furnished h y jk fon. 

• 

1 The adverse effects of the depression on the ability of these industries to produce 
end pay out income is clearly indicated in the declining figures for the years following 
1929. Thus the income furnished by agriculture fell 50 per cent in 1933 when com- 
pared with 1929; construction, almost 75 per cdht; manufacturing, alm ost 55 per cent, 
the average for all divisions, almost 43 per cent. 
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manufacturing industries was almost 23 per cent for 1929. The propor- 
tion from this source fell to approximately # 18.6 per cent in 1933. The 
amoun t supplied by mining was not very large — approximately 2.66 per 
cent in 1929— and this small share fell to slightly more than 1.6 per cent 
in 1933. The total proportion of these three major groups fell from 
approximately 33.6 per cent of the gross national income paid out to 


• Table 2. — Sources op Our National Income} 
(In millions of dollars) 


* Source 

1929 

1930 

1931 

1932 

1933 

1934 

1936* 

Agriculture 

6,157 

5,495 

4,271 

3,192 

2,993 

Bill 


Mining * 

iEEaj 

1,733 

1,206 

813 

772 

■Wt™ 


Manufacturing 

Service industries: 

Transportation and communi- 

18,014 

15,942 

12,363 

8,544 

8,273 

10,900 

1 


cation 


BEE 


4,884 

4,474 

4,742 


Electric light, power, and gas . . 


1,476 


1,275 

1,164 

1,143 


Trade 

11,385 

k m:m 

9,555 

7,538 

6,620 

7,177 


Finance 

8,415 

7,540 

6,296 

4,925 

3,998 

4,130 


Construction 

Personal, domestic, and pro- 

3,257 

2,939 

1,969 

948 

781 

869 


fessional service 

8,459 

7,979 

6,939 

5,442 

4,884 

6,412 


Government* 



7,193 

7,153 

7,377 

8,404 


Miscellaneous 

5,191 


4,170 

3,250 


3,256 


Total income. 

78,576 

72,973 

61,433 

47,964 

44,431 



Percentage of 1929 


92.9 

78.2 


56.5 

62.9 



1 Survey of Current Business, August, 1935. These figures represent the amount of the national 
income paid out. Estimates of national inoome vary considerably, owing to different methods uaed 
in evaluating services and in classifying different items. The Brookmire Servioe estimates the national 
inoome for 1929 at $86,106,000,000; the Brookings Institution estimate, published in America* e Capacity 
to Consume, is $92,900,000,000; whilsrche estimate of the Department of Commerce is $82,300,000,000. 

* Brookfhire’s esftmate for 1933 is $49,559,000,000 (preliminary estimate for 1934 — $55,107,000,000) and 
the Department of Commerce estimate for 1933 is $46,800,000,000 (preliminary estimate for 1934— 
$52,000,000,000). On the basis of the Brookmire estimate, inoome in dollars fell 42.4 per cent from 
1929 to 1933, but the purchasing power of the income declined only 23.1 per cent. 

•The amount paid out by the government includes relief, rental, and benefit payments 
<Uld 1934 ‘ Work rdief Payments in 1933 amounted to $637,000,000 and in 1934 to 

m 1 « 8 w4|000| 000. 

* Figures for 1635 are to be supplied by the student. ^ 


approximately 26.85 per cent in 1933. The remaining items, fur nishing 
66.6 per cent cf the total national income in 1929 and approximately 
MJSf T °® nt in 1933 > “ay be grouped under the heading Service. A more 
camul study of this group is necessary to determine what relative position 
the constituent members hold. We note immediately that the amount 
paid out by the government group was higher in 1934 then in 1929. 1 

. benefit > and rental pjtymente are included for 1934, the total amoun ts 

to about 17 per cent of the total income paid out. 












MARKET POTENTIALS 


Since the total income decreased almost 37 per cent, the proportion paid 
oat by this group increased drastically — from slightly less than 9 per cent 
to about 17 per cent. The construction industry, on the other hand, 
moved in the opposite direction. The other major classes in the sendee 
group held approximately the same relative position in 1934 as in 1929, 
with the exception of the miscellaneous item, which reduced its payments 
more than the average. The reader should keep in mind, for future 
reference, the important positions, both relatively and absolutely, held 
by manufacturing, trade, finance, personal service, agriculture, and, 
transportation and communication. Our general purchasing power is 
affected very greatly by the economic condition of these groups. 

Purchasing Power and the Business Cycle . — Depressions, Ithe devastat- 
ing effects of which the present generation is painfully conscious, are 
characterized by unemployment and low purchasing power for the masses. 
Unbalanced production and consumption, together with rather thought- 
less speculation in urban real estate, commodities, and securities, were the 
major causes of the depression of the 1930’s. The foundation for the 
unfortunate situation was laid in the period 1914-1920 — the period of 
speculation in farm lands and great expansion in industrial production 
facilities — to meet the demands of war. The situation was continued 
and aggravated during the 1920’s largely through foreign loans to main- 
tain international trade and liberal domestic credit to promote and extend 
sales at home. 

Table 3, which states in percentages of the base year 1929 the income 
paid out by the major economic divisions, clearly demonstrates the loss 
of purchasing power on the part of farmers, industrial laborers, and other 
would-be purchasers during the period. This condition explains the 
loss of markets to thousands of would-be sellers. We, as a nation, me 
equipped to produce vast quantities of goods and services, but cannot, 
as a people, consume them because of our lack of properly distributed 
purchasing power. Following 1929, the concept of pur chasing power 
was greatly emphasized by the government and by the public. The 
New Deal legislation of the 1930’s attempted to break the vicious circle 
by pouring purchasing power into the hands of the ultimate consumer in 
the form of relief and benefit payments and by means of loans, public 
works, shorter hours, higher wages, unemployment insurance, and old-age 
pensions. The avowed purpose of N.I.R.A. 1 was to increase the purchas- 
ing power of the wag^earner and of industry generally; the A.A.A. wait 

1 Abbreviation equivalents: N.I.R.A., National Industrial Recovery Administra- 
tion; A.A.A., Agricultural Adjustment Administration; F.C.A., Farm Credit Adminis- 
tmtion; P.W.A., Public Works Administration: F.H. A., Federal Housing Adminis- 
tration; C.W.A., Civil Works Administration; *F.E.R, A., Federal Emergency Relief 
Administration. 
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the F.C.A. were designed to increase the purchasing power of the farmer 
and those closely related to him; the purposed the P.W.A. and the F.H.A. 
was to aid the construction industry; C. W.A. and F.E.R.A. were designed 
to give pur chasing power to the unemployed and other needy individuals 
and families. The American dollar was devalued in an attempt to ease 
the debt burden of domestic debtors and to increase the purchasing power 
of foreign countries when buying American goods. ( 


Table 3. — Sources op Our National Income 1 
(As percentage of 1929) 


Source 

1929 

1930 

1931 

1932 

1933 

1934 

1935* 

Agriculture 


89.2 

69.4 

51.8 

48.6 

53.6 


Mining 


83.3 

58.0 

39.1 

37.1 

48'. 5 


Manufacturing 

100 

88.5 

68.6 

47.4 

45.9 

55.5 


Service industries: 

Transportation and communi- 
cation 


94.2 

87.86 


59.6 

63.18 


Electric light, power, and gas . . 


113.1 

108 

97.8 

89.5 

87.7 


Trade 


95.2 

83.9 

66.2 

58.1 

63.0 


Finance 


89.6 

74.8 

58.5 

47.5 

49.1 


Construction 


90.2 

60.5 

29.1 

24.0 

26.7 


Personal, domestic, and pro- 
fessional service 


94.3 

82.0 

64.3 

57.7 

64.0 


Government 


103.5 

105.6 

105.1 

99.0 

103.0 


Miscellaneous 


94.5 

80.5 

62.6 

59.6 

62.7 


Total 

• 

100 

92.9 

78.2 

61 

56.5 

62.9 



1 Survey of Current Business, op. cit. 

♦ Figures for this column to be supplied by the student. 


The prices paid for manufactured goods normally bought by farmers 
declined, during the depression, only about half as much as the prices 
received by farmers for the products they sold. Strenuous efforts were 
made to bring about a satisfactory and reasonable adjustment in the two 
price groups. It should be obvious to the student, however, t ha t the 
creditor group and others on fixed incomes who have to pay more dollars 
for the same quantity and quality of services and goods have their 
purchasing pqyver reduced by such measures. The net result is a shifting 
©^purchasing power from one group to another without a real increase 
TJTtotal purchasing power. The payment of relief and the raising of 1 
wages and of the prices of certain favored commodities, when accom- 
panied by a corresponding increase in retail prices, merely shift purchasing 
power rom one group of citizens to another. This shifting, however, may 
gmatly affect the consumption dt many kinds of goods and services. The 
sales of necessities and semi-luxuries may increase, while the sale of 
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luxuries and high-priced articles may decline; the sales may increase hi 
some localities and decline intothers. 

Purchasing power in the long run must come from production, yet 
production alone does not necessarily create or distribute purchasing 
power in an equitable manner. If the goods produced are not exchanged 
for money or other goods, no purchasing power develops. One fact is 
self-evident — theje must be an exchange eventually of goods for goods. 
Money merely facilitates the transaction. 1 The purchasing power of 
the dollar declines when prices rise; consequently, the buyer must possess • 
more dollars in order to command in exchange the goods and services he 
is accustomed to use. The per capita income in 1013, for example, was 
$382; in 1920 the per capita dollar income had risen to $707 ,*yet in terms 
of 1913 purchasing power the real income was only $357, or $25 less than 
in 1913; in 1926 the per capita dollar income was $735, but in terms of 
1913 purchasing power it was $442. Thus while the dollar income had 
risen $28 between 1920 and 1926, the purchasing power had risen $85 — 
the result of declining prices. By 1929 the per capita dollar income was 
$755, while in terms of the 1913 purchasing power the income was $473. 
During 1927, 1928, and 1929 the purchasing power of the dollar rose 
slowly; beginning with 1930 and continuing into the first half of 1933, the 
buying power of the dollar increased drastically; following this latter 
period the power of the dollar declined. 

Chart I, which presents the wholesale prices of farm products, foods, 
all other commodities, all commodities combined, and the resulting pur- 
chasing power of the dollar in terms of the wholesale priceq of all com- 
. modifies, illustrates in a striking manner the relationship of prices and 
purchasing power. The high prices resulting from the inflationary war 
period, together with the drastic decline in purchasing power, are vividly 
portrayed. The price of food products did no^ it will be notad, rise as 
high as the prices of other commodities. The peak in the prices of 
agricultural products was reached approximately a year before the hig h 
point for all commodities other than farm products and foods. All prices 
fell tp the bottom at about the same time and at about the same rate of 
decline. The various price lines in 1933 are in the same general position 
as they were in 1913 — twenty years earlier. The positions of individual 
price lines are different. The prices of agricultural product^ in 1932 and 
1933 were considerably lower than they were in 1913 and 1914. In the 
latter years they were above the prices of food products and all commodt^* 
ties other than food; in 1932 and 1933 the spread among the lines was 
much greater, and agricultural prices were approximately ten points 
below the next lowest line. It is worth while to note the stability 
the uniformity of relationship that existefl during the period 1922-1929. 

1 Cf. Bobsodi, R., in Advertising and Selling, Oct. 25, 1934. 
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1913 1914- J915 1916.1917 1918 1919 1920 1921 1922 1923 1924 1925 1926 1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 
— Movement of wholesale prices in the United States. (Base 1926 = 100.) {Constructed on the boats of data published in He 

Monthly Labor Review, April , 1935, p. 1126.) 
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Relationship between Prices and Purchasing Power. — The following 
instances demonstrate bow a declining pice level increases the purchasing 
power of the buyer and thereby increases the consumption of the particu- 
lar product. Copper at one time sold for 45 cents a pound, silk at 89 a 
pound, electricity at 25 cents a kilowatt, and safety razor blades at 
10 cents each. *If the buyers of automobiles in 1933 had paid the prices 
prevailing in 1914, the total bill would have been $600,000,OQO more than 
it was. The amdbnt paid for electric power in 1933 would have been 
81,400,000,000 additional if the 1909 rates had been in effect. If the 
1870 freight rates had been in force in 1933, the bill would have exceeded 
that actually paid by $2,500,000,000. It seems logical to assume that 
the great increase in consumption is made possible through the sub- 
stantial reduction in prices. Thus people with lower incomes were able 
to buy merchandise and services which formerly could be purchased 
only by those in the higher income brackets. The reduced prices were 
made possible chiefly through large-scale production and other technical 
improvements. 

Distribution of the National Income . — The ability to consume abun- 
dantly and the opportunity to produce profitably are greatly influenced 
by the extensiveness of the distribution of the national income. Two 
communities having populations of the same size might enjoy total 
incomes equal in amount ; if 95 per cent of the income in the first locality 
was received by 5 per cent of the population, while the income in the 
second was apportioned more uniformly, the opportunity to consume 
equally abundantly would be much less in the first instance than in the 
second. 

■A knowledge of the total income gives valuable information with 
reference to general purchasing power. This information is unmBtrmM 
more useful when stated in terms of per capita, per worker, or per famjly 
income. It is desirable, at other times, to know how the total income is 
distributed according to grpups. In this way the seller can fneasure his 
market more accurately with reference to products in different price 
ranges. 

The kind, quality, and amount of merchandise and services that can 
be purchased by an individual, a family, or a community are obviously 
limited by its money income. Thus if a very large proportion of the 
community income is received by workers in the form of tfages, and a 
relatively small proportion goes to the owners of wealth in the form ok- 
profits, rent, and interest, there will be a large market for food, clothing, 
shelter, and semi-luxuries. It has been said that every worker con- 
stitutes a potential market for all that he can earn. If a large proportion 
of the income, on the other hand, goes to a relatively small group of 
wealthy people, the character of the market will be greatly nhang^, 
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To know, for instance, that the per worker income of a certain city is 
$1,439 does not aid a manufacturer in evaluating the place as a market 
for a $5,000 automobile. It is necessary, in such a case, to determine 
what income group can afford to buy this priced car and then determine 

the number of people in the group. . 

The population of the United States comprises people who are 
employed by others for wages and for salaries; owners of property, who 
secure an income for their own services and from profits, interest, rents, 
royalties, and dividends; and professional people, who receive an income 
in the form of fees for their services. 


• Table 4. — Distribution of the National Income 1 
(As percentages of total income produced) 


Employees 

All others* 

Year 

Total* 

Wages 

Sal- 

aries 

Total 

Agricul- 

tural 

Non-agri- 

cultural 4 

Investors 

and 

property 

holders 

Business 

savings 

1909 

54.4 

38.8 

15.6 

45.6 

12.6 

13.6 


4.7 

1914 

57.4 

38.4 

18.0 

42.6 

10.5 

14.5 

i(M 

1.8 

1919 

55.4 

36.1 

18.1 

44.6 

14.3 

11.2 

1 

6.8 

1924 

63.6 

41.5 

20.3 

36.4 

8.1 


13.2 

2.1 

1925 

61.7 

40.5 

19.8 

38.3 

8.4 

12.6 

13.5 

3.8 

1926 

63.8 

41.8 

20.5 

36.2 

7.1 

12.1 

14.1 

2.9 

1927 

64.6 

41.3 

21.7 

35.4 

7.4 

12.3 

14.4 

1.3 

1928 

63.5 

40.0 

22.1 

36.5 

6.8 

12.1 1 

14.6 

3.0 

1929 

65.1 

42.1 

21.7 

34.9 

6.8 


14.9 

2.7 

1930* 

64.2 



35.8 





1931 

64.2 


• • 

35.8 





f932 

•63.9 



36.1 





1933 

65.5 



34.5 





1934 

6f 0 

i 


33 0 






1 Adapted from Leven, Moulton, and Warburton, America's Capacity to Consume , p. 158, The Inati- 
tnte of Economics, The Brookings Institution, Washington, 1934. 

* Includes pensions, workmen's compensation, etc. d 

* Includes return on owned capital as well as "labor income” of entrepreneurs. 

4 Interest, dividends, rents, and royalties. 

* Years 1930, 1931, 1932, 1933, and 1934, Survey of Current Business , pp. 17 /., Aug. 1935. The 
figures are not exactly comparable with those for the preoeding years since certain adjustments were 
made in the study by the Brookings Institution that were not made in the Department of Commerce 

* ^Report. The figures for 1933 and 1934 include 1.4 and 2.8, respectively, for work relief wages. 

a 

The group that works for others on a wage or salary basis comprises a 
larger number of people than all the others combined. Table 4 shows 
that the members of this class received 54.4 per cent of the total national 
income paid out in 1909; the remaining 45.6 per cent went to all the other 
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recipients, 12.6 per cent going to agriculture, 13.6 per cent to non-agri- 
culture, 14.7 per cent to investors and property holders, while 4.7 per cent 
represented business savings. Wage earners received 38.8 per cent of the 
total, and those on a salary received 15.6 per cent. The proportion going 
to the employee group had increased to 65.1 per cent by 1929, while the 
share of the other recipients had fallen to 34.9 per cent. The wage-earn- 
ing group and tly? salary group both benefited relatively at the expense of 
the others. The income of the agricultural group fell to 6.8 per cent, 
and that of the non-agricultural group declined to 10.5 per cent; the, 
income of investors and of property holders remained practically the 
same — there was a slight rise of two-tenths of 1 per cent; and business 
savings fluctuated directly with business conditions. Table 4 presents 
this information in more detail for the period 1909-1929. 

There was a slight decline in the proportion going to the employees 
during the depression. The total income paid out in 1933 was approxi- 
mately 57 per cent of the amount paid out in 1929. This smaller pay- 
ment obviously reduced greatly the purchasing power of the country since 
prices did not fall correspondingly low. Owing to the fact that so many 
business enterprises were not able to cover their costs of operation from 
earnings in 1932, they paid out large sums of money in the form of wages 
and other expenses from their accumulated surpluses. Thus it is 
estimated by one authority that the amount paid out in the form of wages 
and salaries in 1932 amounted to 80.1 per cent of the total national 
income produced . All others received but 19.9 per cent of the produced 
income for that year. The purchasing power of the individual did not 
decline as much as the percentage of money paid out. While the total 
income paid out declined 43 per cent from 1929 to 1933, the cost-of-living 
index of the National Industrial Conference Board declined 25 per cent. 
Thus a portion of the decline in income was coThpensated by ijie decline 
in the price of goods purchased. 

Family Incomes . — A very large proportion of consumer goods is 
purchased on a family basis. The ability of a given family to consume 
abundantly, as we have noted, is limited by its income. The higher the 
family income, the more goods and services will be consumed. 1 The 
larger the number of families receiving incomes above the bare sub- 
sistence level, the greater will be the total demand and, consequently, 
the sale of goods and services. 

There were approximately 27,500,000 families of two or more persons 
in the United States in 1929. 2 How much of the total national income 

1 This is on the assumption that there is not a corresponding increase in prices. 

* America* 8 Capacity to Consume, op. cit. 

There were, in 1929, 2,351,000 persons classified as families because they main- 
tained individual living quarters and 6,637,000 income-receiving individuals living 
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distributed that year did each family receive? Table 5 present® an 
enlightening summary and analysis of family incomes for the year. 
Dur ing periods of great economic upheaval and readjustment, such as 
the years following 1929, radical changes, no doubt, occur in the size and 
composition of these various income groups. The snapshot view pre- 
sented by this table, however, may indicate the normal distribution of 


Table 5.— The Number and Income op Families by iNCOiffc Clabsbs, 1929 1 


1 

Income class, dollars 

Total in each class 

Families* 

Incozpe* 

Thousands 

Percentage 
of total 

Millions of 
dollars 

percentage 
of total 

Up to $1,000 

6,899 

21.471 

2,900 

3.761 

*1,000 to 2,000 

10,455 

38.054 

15,364 

19.923 

2,000 to 4,000 

7,632 

27.743 

20,974 

27.198 

4,000 to 6,000 

1,898 

6.908 

9,110 

11.813 

6,000 to 10,000 

959 

3.490 

7,188 

9.321 

10,000 to 26,000 

471 

1.715 

6,831 

8.858 

26,000 to 100,000 

136 

0.495 

5,996 

7.775 

100,000 and over 

24 

0.088 

8,753 

11.351 

Ui families 4 

27,474 

100.000 

77,116 

100.000 


1 Adapted from America' a Capacity to Consume, op. cit. 
9 All families of two or more persons. 


* Includes inoome from occupation, investments, and sale of property; also includes imputed inoome 
<m owned homes but does not include imputed income on durable consumption goods other than homes. 

* were in addition 8,088,000 non-attached individuals who received $16,834,000,000 in 1929. 
The median income for this group was $1,700 per capita. These inoome figures include some 

imputed income, so the total is higher than figures giving the "produced” national income. 

• a 


income under a more or less stabilized condition. This statement, how- 
ever, is a mere conjecture and should not be taken too seriously by the 
reader. It cannot be determined at this time what effect a gover nmen tal 
attempt to control this distribution will eventually have on our economic 
organization. The figures in the table indicate only too clearly the large 
number of families that were forced to low standards of consumption due 
to inadequate income. 

Almost 21.5 per cent of the total number of families received 91,000 a 
year or less and secured only 3.76 per cent of the total national income 


»»So 0MM0 gr °X gr 7 I ! S receiTod “ comes “ 1829 amounting to almost 
8^C’^. pp e fiT/ ° f thus about 

p. a?® ^ nUmber of “dividual Acome recipients in 1929 was 49,041,000. Ibid., 
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paid out. The 11,000 to $2,000 a year group received the large sum of 
$16,364,000,000; yet this was slightly less than 20 per cent of the total 
amount paid out, while the group comprised slightly more than 38 per 
cent of the total number of families. Thus 59.5 per cent of the families 
received $2,000 a year and less and slightly less than 23.7 per cent of the 
income. Almost 51 per cent of the total income was paid to families 
receiving $4,000 and less a year. The percentage of families falling into 


Table 6. — Descriptive Classification of the 1929 Population on Basis of. 

Income 1 


Descriptive groups 

Number* 

Percentage 
of total 
population 

Income, # 
billions of 
dollars 

Percentage 
of total 
income 

Wealthy: 

a. $25,000 and over 

b, $15,000 and over 

160,000 

66,000 

0.62 

18.3 

19.69 

Well-to-do: 

a. $10,000 to $25,000. . . . 

b. $5,000 to $15,000 

471.000 

241.000 

1.95 

8.7 

9.36 

Comfortable: 

o. $5,000 to $10,000 

b. $2,500 to $5,000 

1,625,000 

632,000 

6.19 

12.9 

13.89 

Moderate circumstances: 

a , $3,000 to $5,000 

b . $1,500 to $2,500 

3.672.000 

1.900.000 

15.28 

17.5 

18.84 

Minimum comfort: 

a. $1,500 to $3,000 

b, $750 to $1,500 

9.893.000 

3.649.000 

37.15 

24.6 

26.49 

Subsistence and poverty: 

o. Under $1,500 

6. Under $750 

11,653,000 

2,500,000 

38.81 ^ 

10.9 

• 11.7$ 

Totals 

36,462,000 

100.00 


100.00 


«. This group comprise* families of two or more persons. 

6, This group oomprises unattached individuals. 

1 4ft*Ptod from America's Capacity to Consume, op, cit. t pp. 87-88. 

* Number of families and unattaohed individuals (see a and b). 

this group was 87.3 per cent of the total. We find at the ot^er end of the 
scale that less than six-tenths of 1 per cent of the families receive slightly 
more than 19 per cent of the income. This group enjoys an 
income of $25,000 a year and up. These figures show considerable 
concentration of income in this group. The median family received an 
income of $1,700. 

If the total income received by all faSnilies could have been divided 
equally among them, each would have received approximately $2,800. 
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This equalized distribution would have affected in diff^ent ways the 
demand for various products. The demai* for high-pnced automobiles, 
furniture, and homes and for many forms of semces would have dis- 
appeared. This change would have affected adversely the purchasing 
power of many firms and individuals. The demand for medium-priced 
goods and services, on the other hand, would have been greatly increased. 
The families ‘in the lower income groups would have been able to buy 
more goods and merchandise of better quality. This increased deman 
, would have favorably affected the purchasing power of a large number 
of firms and individuals supplying goods and services which this class 
could not otherwise afford. 

Table 6 groups the families and unattached individuals under descrip- 
tive headings. Families receiving an annual income of $25,000 and more 
a year and individuals outside family groups receiving $15,000 ahd more a 
year are designated Wealthy. It will be noted that this group comprises 
only 0.62 per cent of the population but receives 19.69 per cent of the total 
income. There is only one other group, Minimum Comfort, which 
receives a larger proportion of the total income. It contains, however, 
37.15 per cent of the population. The Subsistence and Poverty group 
contains the largest portion of the population, 38.81 per cent, yet it 
receives only 11.73 per cent of the income. A very large number of 
families in this group receive an annual income far below $1,500. While a 
family of two might live with comfort on $1,500 in a given community, the 
same family living in another community might find $1,500 inadequate; 
again, a family of six would find $1,500 insufficient in almost any urban 
community to furnish the necessities of life. An unattached individual, 
however, could live comfortably on this amount in the average city. 


* * SUMMARY 

The problem of determining the purchasing power of any given market 
is indeed a difficult one. Since we do not know the amount, source, and 
degree of stability of the income of each buyer or the people who constitute 
a given market, we have to resort to estimates. It is necessary to estab- 
lish indexes of various kinds which are only rough approximations. We 
do not know yery accurately how much income families in a given market 
receive or spend; where they get it and for what they use it; when they 
receive their money and when they spend it. Our knowledge of incomes 
is better than formerly, but our knowledge of family budgets is still very 
meager. Recent and proposed studies by various governmental agencies 
promise valuable information along this line. The following outline 
summarizes the type of information that must now be used in attempting 
to appraise the purchasing power of a given market. 
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MARKET POTENTIALS 

Factors Indicating Market Potentialities 1 

1. Population factors: 

a. Population. 

b. Number of families. 

2. Wealth factors: 

a. Value added by manufacture. 

b . Value of crops. 

c. Value of fisnery and live-stock products. 

d. Bank deposits. 

3. Standard of living factors: 

a. Income-tax returns. 

b. Home tenure. 

c. Number of residence telephones. 

d. Total population with electricity available (total number of homes wired for 

electricity). 

e. Number of domestic customers using electricity. 

/. Number of domestic customers using gas. 

g. Number of new passenger automobile sales. 

h. Magazine circulation. 

4. Market outlets: 

a. Number of wholesale outlets. 

b. Number of retail outlets. 
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Questions for Discussion 

1. “ Although income is computed in terms of money, all real income is in goods 
or services.” What is the social and economic significance of this situation? 

2. Can there be a market for a non-existing good? Justify your answer. 

3. “The total 1 national income , produced fell from $83,052,000,000 in 1029 to 
$39,365,000,000 in 1932, labile the total national ‘income paid out' fell only from 
$81,736,000,000 to $48,864,000,000.” How did this situation affect the consumption 
of goods and services? What were some of the problems presented to (a) producers, 
(5) consumers, (c) merchants? 

1 “ Market Data Book of New England,” Domestic Commerce Ser. 24, p. 4. Whole- 
sale and retail sales are additional factors now available. 
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4. Draw up a definition of a market. Explain the function of the market, as 
you have defined it, in industrial society. / 

5. What effect would an extension of the area of the market be likely to have on 
functional division of labor ? On territorial division of labor? What are the major 
physical limitations to the extension of the market area? 

6. Draw up as many types of classifications of markets as Jfpu can. In each 
case point out the basis upon which the classification rests. 

7. “Commodities for which there is a very wide market must also be such as 
will bear a long carriage: they must be somewhat durable, and^heir value must be 
considerable in proportion to their bulk. A thing which is so bulky that its prioe is 

• necessarily raised very much when it is sold far away from the place in which it is 
produced must, as a rule, have a narrow market.” Give illustrations of such com- 
modities. How may the market for bulky commodities be extended? , 

“No amount of competition among retailers can increase the totjil consump- 
tion buying in a community unless the community as a whole increases its income or 
reduces the proportion of its income which it usually saves.” What bearing does this 
fact have upon “demand creation” activities? ' 


9. “Thus the character of the markets varies with the area of Space over which 
they extend; but it varies even more with the length of Time of which account is 
taken; and we shall find that, if the period is short, the supply is limited to the stores 
which happen to be at hand; if the period is longer, the supply will be influenced by 
the cost of producing the commodity in question; and if the period is very long this 
cost wiU be influenced by the cost of producing the labor and the material thing. 
required for producing the commodity.” Give illustrations showing how the varying 
time element affects the supply in specific instances. 

» At r W rt tever Ft* transfere in the ownership of goods are effected there is a 
t^ent? a partlCular place? A Particular time? Must the goods 


posrible rrtT ° f t UStrial that im P">ved transportation makes 
possible larger markets, large-scale production, and specialization in industry- that 
rt has increased the variety of goods available for consumption and J rSS 

eentiont/ t^ 0n ,?*” a good market for certain c ommodi ties ” What col 

£ * mark6t 18 lm P Ue3[ “ quotations? 

13. What is meant by the term “ruling mark pf”? .i , 

for wool, copper, wheat; coffee, cottoT ln eaTh case^hv? r ^ T ®** 
other ruling markets? n Ca8e, ^ an y° u locate any 

prin'ia^d^Jth^v^tlS “r* * h ; Pkc f e 0f »>ut the place of 
illustrations the truth of this statement in Hi epende F* of tariffs -” Demonstrate by 
the United States. * “ tte CMe of 8ugar “Ported from Cuba^into 

la prodwe ^ ® «y^m, to eMhfe the ekji. 

«wt our factories can produce? What faoto^Fn “ & wdl be able *» ab «orb aU 
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is at Chicago even though the consumers are located outside, because it is in that case 
a setting market." What is the (inference between a buying and a idling market? 

18. It should be noted that manufacturers need many specific items of infor- 
mation about their market before they oan either determine upon the proper price or 
decide wisely on later prioe changes. What are some of the more specific items? 

10. "Many mistakes have been made by manufacturers who have not known 
where their market was to be found." Does this lack of knowledge injure the manu- 
facturer, the middleman, or the public? 

20. What is the logical attitude for private capitalism to assume toward poverty? 
Justify your answer. 

21. If it is proposed to increase real national income 20 per cent and to place , 
83 per cent of this increase, through wage increases, in the hands of families with less 
then 83,000 a year, what will be the nature of the resulting consumer demand? 
How will it be distributed among commodities, t.e., housing, transportation, and 
recreation; clothing, food? Will the increases in expenditures be of the«ame sort 
for all goods in a given class? How will the demand for quality and for quantity be 
affected? . 

The following four statements are part of the general conclusions reached in the 
study America’s Capacity to Consume. Read each statement carefully, state whether 
you agree or disagree, and then justify your answer. 

22. During the so-called "new era" of the gay twenties the United States was not 
living beyond its means. 

23. There has been a tendency, at least during the last decade or so, for the 
inequality in the distribution of income to be accentuated. 

24. The United States has not reached a stage of economic development in which 
it is possible to produce more than the American people as a whole would like to 
consume. 

26. We cannot materially shorten the working day and still produce the quantity 
of goods and services which the American people aspire to consume. 



CHAPTER III 


BUYING MOTIVES, CUSTOMS, AND PRACTICES 

Purpose of this chapter: To analyze the nature of consumer and industrial 
demands; to discuss some of the distinguishing characteristics of demand; to note > 
how buying'Jbehavior is influenced by certain psychological factors and by the ■ 
size of income. 

We have learned that the sale-purchase contract requires purchasing • 
power in possession of the buyer and some article of merchandise or form 
of service under the control of the seller. This situation alone, however, 
would not necessarily lead to a marketing transaction. There must be, 
in addition, a willingness to buy and sell. The willingness or mood to 
buy, for example, is greatly influenced by general economic and social 
conditions. Assuming that the family or individual possesses purchasing 
power and that a satisfactory economic good is available, purchase may 
be delayed while the prospect is waiting for lower prices, different models, 
or “to see what is going to happen.” Purchases may, on the other 
hand, be increased if the buyer thinks, for example, that prices are 
likely to advance soon or that future models may be made of 
inferior materials. The willingness of the producer and the merchant, 
to buy a particular good at any given time is governed largely by the pos- 
sibility of making a profit, preventing a loss, or creating and maintaining 
goodwills 

v. The Ultijnate Consumer . — The consumer buys to satisfy his personal 
needs and desires. It has been said that “everybody wants a little of 
everything and not much of anything.” This leads, naturally, to much 
small-unit and wide-variety buying. Merchants and producers ^iave 
been forced to adjust themselves to this practice of the public. Much 
concern for the consumer has been expressed by various sympathetic 
and well-meqning individuals. These people contend that the consumer 
needs protection from the aggressive selling tactics used by some manu- 
facturers . 1 The consumer as an individual, it is thought, is not in a 
position to secure the necessary information about sources of supply, 
prices, and qualities in order to bargain on an equal basis with the seller. 

1 Many arguments point out tftat he needs protection likewise from his own 
weakness, ignorance, and lassitude. 


52 



BUYING MOTIVES, CUSTOMS, AND PRACTICES 58 

While it is true that the consumer needs protection against any practices 
of adulteration of quality and against false branding and other dishonest 
and fraudulent methods of selling, he is not, perhaps, so helpless as some 
people contend. 

The consumer determines, within more or less definite limits, the 
kind, quantity, and style of goods produced, the prices charged, and the 
services rendered. * The consumer seems to be exercising more and more 
Control over the producers and the sellers. The seller may be able to 
educate, inform, and, to a certain extent, guide the consumer in his 
purchasing, yet it is clearly evident that the buyer today is more self- 
reliant and independent than ever before; he is more of a judge, a chooser 
from among what is offered than a spineless accepter of whatever it may 
suit the fancy or the convenience of the manufacturer or importer to 
thrust upon him. 

The effective coordination of production and demand requires as 
basis a knowledge of the buying behavior of the consumer. The securing 
of this information is no simple and easy task. Buying habits and 
customs change as conditions of living change. Eating habits, methods 
of recreation, habits of dress and travel, to mention only a few, have 
changed greatly during the last thirty years. More packaged goods and 
less bulk goods are bought; more emphasis is placed on style in clothing; 
more green fruits and vegetables are consumed out of the local season; 
and more time is consumed by the individual and the family for 
travel and recreation, thus creating a huge demand for many articles 
unknown to our grandparents. People tire of the old and want the 
new. 

The volume of purchases of non-durable consumer goods is relatively 
constant, but that of durable consumer goods fluctuates violently during 
periods of depression. Consumers develop certain definite buying habits 
with reference to different goods and services. When buying some goods ^ 
of a durable or semi-durable character, the consumer usually wishes to 
compare and contrast the price, style, and quality of various articles of 
mercl^ndise found in different stores. When buying certain other 
goods, he may be willing to depend on the reputation of the particular 
brand or of the merchant. The consumer has been convinced, in such? 
instances, that the desired good is what he wants, so there is q o necessity 
for him to compare quality, style, and price. He is willing to go “out 
of his way” to secure this particular brand or model of merchandise. A 
third set of habits has been developed in connection with the purchase 
of a large group of non-durable goods of a staple character. The buyer 
believes that there are a number of different brands or items that are 
equally good. He wants to find such articles of merchandise in a con- 
venient location; he does not find it necessary or desirable to “go looking” 



0M fBS NATUBS OP MARKETING 

for such articles. Merchants selling thesp articles cater to these buying 
characteristics by providing convenient locations. 

The importance of a knowledge of why, when, where, and how much the 
consumer can and will purchase is suggested by G. C. Snpth , 1 who made 
the following statement: • 

Of all unknown factors in marketing, lack of detailed knowledge of the 
consumer is most serious. ... It weakens personal sales work, permits us to 
put too much sales effort in one territory and too little in another, it allowB us 
to direct our advertising through the wrong media, it leads us to make the wrong 
advertising appeal, it even results in our producing the wrong goods or distribut- 
ing the rigl}t goods in the wrong way. 

The producer or merchant who performs the greatest social goid and 
at the same time lays the foundation for his own business success is the 
one who produces and offers for sale what the buyer wants, at the time he 
wants it, at the price he is willing to pay, together with the quantity and 
quality of service he desires . 2 * * * * * 

Consumer Demand . — Consumers buy merchandise and services as a 
means to an end. The end is to secure satisfaction through using or 
possessing that which is bought. People spend large sums of money for 
“emotional” satisfactions, e.g., the purchase of rare works of art, antiques, 
stamps, tickets to musical programs and athletic contests; dining" at 
expensive clubs; wearing distinctive clothes; living in exclusive hotels 
and residential districts; and the conspicuous consumption of a number 
of other economic goods. A study of why purchases are made is in 
reality an analysis of buying motives. Different motives may and do 
govern the actions of different individuals at the same time and under the 
same or similar circumstances; again, different motives may and do 
govern «the actions of the same individual at different times and under 
^different conditions . 8 

According to W. B. Pitkin, man is not a volume consumer first and 
foremost, but rather a sleeper, a singer, a lover, a dancer, an adventurer, 
a reader, a chatterbox, and a hundred other things at heart. He i^much 

1 Formerly advertising manager, libby, McNeill, & Libby. 

1 Mr. Weaver, of General Motors, has made a real contribution in the technique 

developed fo^studying the wants of consumers with reference to motor cars. 

* One adviser of high-school girls recommends spinach because “it is good for 
your complexion. 1 ' “If you want pep, eat milk and § eggs; spinach and milk for 
popularity and pep; apples for beauty.” 

To sell gas and gas appliances to the consumer one company made its appeal on 

the bams of “human comforts/’ e.g., “well-cooked food, luxurious hot water, thrifty 

refrigeration, carefree home heat, increased leisure, and decreased drudgery, instead 
of trying to sell hardware, gadgets, and enamel finishes.” Advertisement by N. W. 

Ayer A Son, Inc., in Printers * Ink Weekly , July 27, 1933. 
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more than an economic animal* more than a social constituent, morethan 
an individual mind! more tw a prospective buyer of goods. He is an 
enormously complex individual caught up in the web of life* 2 

Elastic and Inelastic Demand . — The psychologist and the statistician 
have found, however, that, if a large group of individuals of approxi- 
mately the same social class living under similar conditions are considered, 
a large proportion of them will display a high degree of similarity in their 
desires and in the methods they use in attempting to satisfy these desires. 
It is this attempt on the part of the buyer to secure satisfaction that makes 
him willing to buy. This willingness to buy, together with “ability” 
to buy, is labeled demand by the economist. The amount that people 
will buy at any given time depends, usually, upon the price’asked for 
the goods. The higher the price of an article, generally speaking, the 
fewer people there will be in a community who will “stand ready ” to buy; 
while the lower the price, the more people there will be “able and willing” 
to purchase. Again, the higher the price for certain kinds of goods, the 
smaller the number of units the individual will buy; and the lower the 
price, the larger the number of units he is likely to buy. If the amount 
which purchasers will buy changes considerably with every change in 
price, demand is said to be elastic. If the amount purchased changes 
only slightly with considerable changes in price, e.g., if the amount which 
buyers would be willing to take increases very little with a considerable 
fall in price, or vice versa, the demand is said to be inelastic. 

The idea of elasticity and inelasticity of demand may be stated also 
in terms of the total amount of money that will be spent at any given 
price for a designated good. Thus if the total amount spent by purchasers 
remains the same irrespective of changes in price, the elasticity of demand 
is said to be equal to unity. 2 For example, assume the following situa- 
tion: At 50 cents a piece, 100,000 units of a given article can be sqjld in $ 
specified period of time for a total sum of $50,000. At $1 a piece, 50,000 
units can be sold for a total amount of $50,000; at $2 a piece 25*000 units 
can be sold for $50,000. 

When the degree of elasticity is less than unity we have what is 
termed* an inelastic demand. Higher prices cause buyers to make 
greater total expenditures under this situation, but the total number of 
units purchased declines much less than in the first illustration. The 
following simple illustration makes this fact clear. 

At 50 cents a unit, 100,000 units will be purchased at a total outlay 
of $50,000; at $1 a piece, assume that 90,000 units will be sold at a total 
outlay of $90,000; at $2 a piece, 60,000 units will be purchased at a total 

1 The Consumer — His Nature and His Changing Habits. 1 

1 Cf. Waugh, A. E., Quarterly Journal of Economics, No. 1, pp. 134/., November, 
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cost of $120,000. The inelasticity of demand is expressed by two indica- 
tors in this illustration. The radical change in price did not reduce 
purchases correspondingly) and the total outlay increased as the price 
rose. 

When the degree of elasticity of demand is greater thpn unity we have 
an elastic demand. Under this situation higher prices produce smaller 
total unit purchases and smaller outlays, while lower prices, obviously, 
tend to promote greater total outlays. For example, assume that 

at 50 cents, 100,000 units are sold for a total of $50,000; 
at $1, 40,000 units are sold for a total of $40,000; and 
at^$2, 15,000 units are sold for a sum of $30,000. 

Here we find higher prices producing lower unit sales and a smaller 
total income; on the other hand, at 35 cents a unit it might be possible to 
sell 200,000 units for a total of $70,000. 

The consumer is much concerned with what he gets for the amount he 
pays. 1 The demand of an individual for certain commodities, such ad 
bread and simple articles of clothing, might be inelastic, while the 
market demand — the demand of a large group of individuals — might be 
elastic. This would be especially true if the group were large enough 
to include people lower down the economic scale who would be willing 
to buy only at a substantially lower price. 

The sales of automobiles, radios, washing machines, mechanical 
refrigerators, and other electrical appliances have been greatly extended 
by reducing the prices to such an extent that large groups of new buyers 
were reached — people who could not buy at the original higher prices. 

The Law of Diminishing Utility . — While it is true that human wants 
are almost limitless in number, yet it is equally true that a person may 
get enough and more of a particular good to satisfy his wants. Since a 
consumer spends his money in an attempt to secure the greatest amount 
of satisfaction, he will tend to vary his selections so as to avoid the effects 
of the “law of diminishing utility.” This so-called law, briefly stated, 
follows: As an individual consumes successive units of any one article, 
service, or pleasurable activity during one relatively short period of time, a 
decreasing amount of satisfaction is secured from the consumption of 
each additional unit. Thus the buyer might get a great amount of 
satisfaction from his first radio, automobile, or piece of watermelon, but 
the second, third, and other units of the same kind, make, style, size, color, 
and quality, bought in immediate succession fSr immediate personal use, 

1 Desire is the motive force that causes the consumer to select one kind of article 
or service in preference to another kind; to choose one brand or style instead of 
others; to work harder or longer, *to save from his current earnings, and to borrow or 
in other ways secure control over purchasing power. 
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would cease to give the proportionate amount of satisfaction secured from 
the use of the first unit. The utility or the capacity of successive units 
to bring satisfaction may decrease to the point where displeasure and 
even pain results. Thus if a person should continue to eat successive 
servings of ice cream he would soon reach the point of satiety and, if he 
persisted in eating, reach the pain stage. 

Economical Consumption . — The customary practice of intelligent con- 
sumers is to cease using units of one form of an article or service as soon 
as the satisfaction they anticipate from its utilization sinks below the 
amount of satisfaction they anticipate they would receive from the 
consumption of some other. This statement assumes that the various 
commodities sell for approximately the same price; otherwise they would 
not be on a comparable basis from the purchaser’s point of view. Eco- 
nomical consumption, therefore, is balanced consumption in which the 
buyer receives the greatest amount of satisfaction by combining his 
purchases of food, clothing, shelter, recreation, education, and what not 
in such a manner as to decrease the effect of the law of diminishing satis- 
faction. It is obvious that purchasers who buy for resale, for industrial 
concerns, or for institutions are not subject to this law of diminishing 
satisfaction because they are actuated by entirely different motives. 

Why People Buy. — People buy goods and services to satisfy some 
desire or physical need. There are personal needs that are supplied by 
food, clothing, housing, and the like; there are needs that arise from the 
occupation or profession of the individual, such as the needs for tools, 
libraries, and special kinds of clothing. 

Climatic conditions are the source of the demand for many types of 
goods and services. The amount and frequency of rainfall influence 
the demand for raincoats, lawn sprinklers, drainage systems, and many 
other products. The extremes and frequency of Variation in teiqperatpre 
are another cause of special needs for many articles peculiarly suited to 
overcome these situations. Electric fans, ice, fuel, fum&ces, heavy 
clothing, tropical-weight clothing, and hot-weather foods serve to 
illustrate the products that fall into this group. 

llie nature of the topography of the country is another source of 
demand for special goods. The nature of the industries, occupations of 
the people, the density of population, as well as the prosperity of the 
locality, are determined to a considerable extent by whether the territory 
to mountainous, hilly, or rolling; whether it is a plain or prairie; and 
whether it has harbors, Navigable streams, and lakes. 

A. study of the physical needs of a market and an examination of the 
occupational, climatic, and topographical characteristics will give a basis 
for judging the demand for certain kinds of goods. This type of analysis 
falls short, however, in that it does not explain why certain people will 
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“demand” food, clothing, and shelter of different qualities, amounts, 
design, and prices. In other words, the psychological aspects of demand 
are not covered. 

Psychological Aspects of Demand. — This is not the place to indulge 
in a scholarly discussion of the various philosophies of life or to present a 
critical analysis of the different theories that attempt to explain and 
interpret human behavior. Our purpose will be adequately served by 
presenting some of the commonly accepted explanations of the more 
basic motives that govern people when they buy. Consumer buying 
motives are composites comprising a mixture of the influences of sex, 
age, race, religion, education, marital status, social standing, and mammr 
of living, ydt if a large homogeneous group is examined, a definite tendency 
for consumers to exhibit similar attitudes, habits, beliefs, misconceptions, 
wants, desires, and cravings will be found. The reason for these similar 
reactions seems to be that there are certain inherent mental traits or 
characteristics due to either inheritance or environment, or a c ombin ation 
erf both, which are more or less common to the human species. 

Inherent Human Wants . — Every human being possesses a number of 
native wants, 1 “human hungers,” 2 or tendencies which must be con- 
sidered in an attempt to analyze the factors that control individual and 
market demands.* No attempt is made at this point to treat this 
important subject exhaustively, as such treatment lies in the field of the 
psychologist. We can examine briefly, however, some of the moire 
important wants and note their relationship to the problems of marketing. 
The reader should keep in mind during this discussion the fact that these 
inherent tendencies are only parts of the whole of human nature. The 
division is made for the purpose of discussion. These tendencies ini 
practice are so interwoven as to defy isolation. Demand, in fact, is 
conditioned by the total personality of the individual. 

The most primitive of human motives, hungers, or wants is a desire 
for life. All people want to live, to be healthy, happy, free from pain, 
disease, and deformity. They want to shun hardships and serious 
dangers, although some seek the thrills of adventure. This longing for 
life accounts for the demand for specific kinds of food, clothing and 
shelter and for the great interest in many sports, forms of recreation, 
medicines, and safety devices. The emotion fear arises largely from a 
feeling on t&e part of the individual that he may not be able to satisfy 

his “hungers.” Many articles are sold through an appeal based upon 

* 

1 Strong, E. K., Psychology of Advertising and Selling, Chaps. IX, X. 

1 Nystrom, P. H., Economics of Fashion , pp. 66 jf. 

'Professor Laird, in What Mokes People Buy , discusses four fundamentals of 
customer motivation, viz,, unconscious desires for adequacy, for romance, to live 
forever, and for masculinity. 
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arousing fear and then holding out the article or service as a remedy. 
The sellers of insurance, drugs, nostrums, tire chains, and fire extin- 
guishers, among others, have resorted to this appeal. 

The sex desire is one of the most pervasive of the basic motives. It 
explains the universal practice of individuals seeking the society of 
members of the opposite sex and of carrying on the various forms of 
byplay which arj associated with sexual activity . 1 The securing and 
maintaining of this association become a major objective at times and 
greatly influence the demand for clothing, cosmetics, perfumes, and other 
toilet articles, as well as some of the accomplishments, such as dancing, 
music, and sports. 

The sex motive is directly related to the family life and* the love of 
children. This powerful inherent human trait accounts for the purchase 
of many articles bought as gifts, toys, home furnishings, and articles of 
dress. Expenditures for certain forms of service, such as for educational 
opportunities, entertainment, and travel, may be traced, at times, to 
the desire to satisfy the sex hunger. 

Gregariousness, or the desire for comradeship and friendship, is 
another common human trait. There are few people indeed who do not 
want to be with others. They seek out people who are congenial, and 
they in turn try to be agreeable to others. A person likes to think of 
himself as belonging to a society, a community, or a country. One of 
the worst forms of punishment is to be a man without a country; This 
desire “to belong” causes people to try to be like their friends and asso- 
ciates in ways of thinking, manner of speaking, and forms of dressing. 
To be different in any of these is to invite criticism, suspicion, or mockery. 
The desire to secure and maintain comradeship and friendship leads to a 
tendency toward uniformity, imitation, cooperation, and, in some 
instances, to docility. ' # # 

Self-assertion is the attempt of the individual to impress his personality 
upon some one in particular or the group in general. It is thft expression 
of the ego. People desire recognition of their strength, physical beauty, 
artistic attainments, and mental astuteness. They “show off” or dis- 
play their attainments, possessions, and acquaintances with the expecta- 
tion of securing the approbation of others. Expressions of pride, envy, 
ambition, rivalry, conquest, and greed are some of the outstanding 
characteristic evidences of the desire for self-assertion. Tile experience 
and imagination of the reader will readily supply instances illustrating 
how this fundamental (fait influences at least in part our great interest 
in athletics. The use of stadiums, athletic equipment, transportation 
facilities, and other forms of services creates a market amounting to 

• 

1 Tbad, Obdway, Human Nature and Management, p. 26 . 
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million* of dollars annually. Conspicuous consumption and various 
forms' of emulation are other familiar expressions of self-assertion. 

Another trait that is important in explaining man’s behavior is 
curiosity. Men, women, and children seem to have the tendency well 
developed. We want to see, to feel, to smell, to examine We want to 
know the reason why — “what makes the wheels go ’round.” People 
like to experiment, to explore, and to attempt new projects, and to “see 
what they can see.” Thus universal desire is the propulsive force back 
t of much of the vogue for traveling and touring. It makes possible the 
breaking away from old custom and the establishment of new fashions and 
new habits. Much of our social and industrial progress has been due to 
the force of curiosity. The learning process is dependent to a considerable 
extent upon this trait. \ 

The desire for ownership is apparently a characteristic human tibait. 
The presence of this desire appears in the child at an early age. He Hkes 
to collect articles and call them mine. If an attempt is made to take them 
from him he will cry and even fight for them. Adults desire to own their 
homes, clothes, cars, and so on. The desire to collect antiques, curios, 
and postage stamps is probably a manifestation of tbe ownership hunger. 
People want to own that which will meet their needs. The ownership 
desire, to a certain extent, is pervasive. Thus a woman may want to own 
an expensive fur coat or automobile in order to impress some friend : or 
rival with her importance. In this instance she is also satisfying her 
hunger for self-assertion. 

Psychologists have catalogued a large number of inherent traits or 
wants a knowledge of which is valuable in explaining the whole range of 
human behavior. The six classifications listed above have been made 
broad enough to include the more important motives for buying. These 
basjc motives, which vary in intensity in different individuals and even 
in the same person at different times, comprise the fo unda tion of all 
buying. These desires are so strong that they push people on to make 
great effort and even sacrifices to satisfy them. The buyer, perhaps, is 
not usually conscious of these basic desires as such. He wants the latest 
model of a certain make of automobile. The chances are he it not 
conscious of the driving motive at the base of this desire. He probably 
thinks he wants the car for some utilitarian reason, when in reality the 
motive force is the satisfaction he expects to reap from “impressing” 
his friends and the “pride of ownership” of such a high-priced, smooth- 
r unnin g, beautifully finished machine. A knowledge of these baric 
motives that condition human behavior and of their direct relationship 
to the demand for specific articles of merchandise and of services is 
essential to effective marketing administration. People educate them- 
selves, work, and engage in various production activities in order to secure 



BUYING MOTIONS, CUSTOMS, AND PRACTICES 01 

money with which to purchase goods and services to satisfy their wants. 
The race, the nation, or the individual that is satisfied does not desire 
much and, consequently, does not produce much. 

The Elements of Buying Practices. — Buying practices are influenced, 
as was suggested above, by such elements as sex, age, religion, occupation, 
social standing, marital status, and manner of Uving. This is due to the 
fact that the “ hungers ” may vary in intensity according to sex, age, race, 
and so on. In so far as this is true, it should be the major objective of 
the sellers, whether they be farmers, manufacturers, merchants, physi- 
cians, or other producers of services, to determine just how much the 
sale of their products or services depends upon any given element. 

Buying Practices as Influenced by Sex and Family Life . — Attention has 
recently been called to the differences in buying motives of men and 
women. The status of women throughout the civilized world, and 
especially in Western Europe and North America, has changed greatly 
since 1918. Women control a large proportion of the wealth and income 
of the United States and they control a very much larger proportion of 
the expenditures for consumers’ goods. 1 It is estimated that women buy 
41 per cent of the automobiles, 78 per cent of the drugs, 80 per cent of the 
electrical supplies, and 98 per cent of the household furnishings. They 
spend 85 per cent of the nation’s payroll and plan the expenditure of 
10 per cent more.* A more recent study indicates that the housewife 
exercises greater influence than other members of the family, with regard 
to price paid and kind and brand of product bought, in the purchase of 
such grocery store products as cereals, canned goods, desserts, coffee, 
and. toilet soap. There are many instances, however, in which the 
husband is an important influencing factor. 

Women are usually more patient buyers than men; they are willing 
to spend more time in comparing values. They probably get more fbr 
their money because of this careful attitude. They are jnfluenoed, 
perhaps, more by what they think others will think of them t han are men, 
and they also pay more attention to changes in fashions. Mrs. Frederick 
says ^jxat woman is predominantly emotional and is governed more by 
inherent desires than by logic. 

1 According to fairly reliable estimates, 65 per cent of all estates go entirely to 
women each year; in addition, insurance companies pay women $600,000/100 annually. 
Fbrty per cent of the individual wealth of the United States is in the possession of 
women; more than half of the incomes above $100,000 annually are reported by 
women. Women spend $2,000,000,000 annually for beauty preparations, luxuries, 
and ultra-fashionable clothes which they cannot wear for any length of time. Prof. . 
D. A.; laird. 

* Fbbdiuhck, C., Setting Mr>. Consumer, Chap. VI. These statements represent 
Mrs. Frederick’s opinion. The student will readily understand that there is much 
room for differences of opinion as to the distinctive psychological characteristics of 
women. 
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Women ’s characteristic attitude is dislike, while men’s is like; women 
respond more quickly to appeals to their dislikes, while men respond 
readily to their preferences. Women are more receptive and open to sug- 
gestions than men. Women’s attention is easy to get but hard to hold. 
Personal appeal is more effective with women. Men respond to action 
appeals more readily, while women respond to visual appeals. 1 

According to Professor Laird, women have slower reaction time than 
men; consequently, they take more time to form a decision and to act. 

• Women give more attention to personal appearances and are more con- 
cerned with what others think of them. They desire variety more than 
men; for example, 72 per cent of the fads are in women’s dress and decora- 
tions, whileonly 10 per cent of the fads are in men’s dress and decorations. 
Women in their buying are affected more readily than men by minor 
features. They bought, for example, 50 per cent more of a certain kind 
of hose which was pleasant scented than they did of the identical kind 
and grade which was unscented. Women are generally more considerate 
of the feelings of others and are more sensitive to what they consider ill 
treatment or lack of consideration from others. This fact explains their 
objection to the services of certain sales people. 

The merchants of New England say that when men buy clothing the 
first thing they look for is quality in the cloth; second, the price; and 
third, the tailoring and general finish. Style probably comes first in 
the upper price ranges, then price, and quality last. In the lower price 
merchandise, price comes first, followed by style and quality.* 

Table 7 indicates the relative influence of husband and of 
wife in determining the purchase of certain family articles.* These, 
results suggest that the buying habits of individuals may be influenced 
by sales promotional activities, since many of the products listed have 
been aggressively advertised. 

Another study reports that in the purchase of the more durable and 
expensive products, such as automobiles, radios, rugs, electrical refrigera- 
tors and other electrical devices, the male influence is greater than the 
female when price is considered; the female influence is only slightly 
greater, according to this study, with reference to the kind of product. 4 
When brand is considered the male has slightly greater influence. The 
male member of the family is reported to influence the kind and brand 
of product as well as the price paid for cosmetics in one-fifth to one-fourth 

1 Ibid., Chap. V. % */£.' 

* “The Retailer and the Consumer in New England,” U.S, Department if Com- 
merce, Trade Information Bull. 575. ^ 

* AbnOld, Pauline, “Who Buys What,” Advertising and Selling, pp. 27 

July 19, 1934. t 

. * Hepnbb, H. W., Syracuse University, ’‘Relative Influence of Men and Women 
in the Purchase of 12 Commodities,” Redbook Mag., 1933. 
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of the families Studied. influence is greater with reference to the 
purchase of toothpaste. Apparently, then, both members of the partner- 
ship must be considered when sales are planned by the manufacturer or 
merchant. 


Table 7. — Relative Influence of Husband and Wife in the Purchase of 

Certain Products 1 
• (In percentage) 


Product 

Husband 

Wife 

Both * 

Electric fans 

55 

24 

21 

Electric clocks 

50 

30M 

68K 

43 

. 13K 

ej* 

39 

Electric toasters 

25 

Washing machines 

18 

Automobiles 

58 

6 

36 

Gasoline, motor oil, tires 

90 


Mattresses 

8 

57 

35 

Rugs 

8 

47 

45 

Hair tonic 

51 

Bath soap 

10 

90 


Tooth brush 

25 

75 


Dentifrice 

33% 

66 % 

86 


Breakfast foods 

14 


Coffee 

33 % 

66% 





1 Arnold, Pauline, op . cit . 


The Influence of Intelligence . — The nature of the relationship existing 
between willingness to buy and intelligence is not known. There is, 
generally speaking, a positive correlation between intelligence and earning 
power. It is a well-known fact, however, that there are a large number 
of people with high purchasing power and low intelligence. This situa- 
tion tends to encourage, on the part of some sellers, high-pressure selling 
and unethical marketing practices. It is equally clear that a high degree 
of general or specialized intelligence does not always promote* intelligent 
buying. We believe it is safe to say, nevertheless, that there is a greater 
probability of intelligent buying when the consumer possesses average 
and above average general intelligence. Table 8 gives an estimate of the 
distribution of population, on the basis of intelligence, for the year 1929. 

The Influence of Age . — The demand for merchandise and services iB 
conditioned to a considerable extent by the age distribution of the people 
constituting the market. The needs of children generate a demand for 
toys/telothing, educatidhal supplies and equipment, certain forms of 
amusement, and other merchandise and services particularly designed 
for the convenience, amusement, and comfort of the younger generation. 
Each major age group, whether men or women, has certain desires and 
needs that are characteristic^ its particular age. Thus to use women 
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as an illustration, according to Mrs. Frederick, 1 the young woman Is 
interested in personal adornment, pleasure, style. She wants excitement 
and is vain. The more mature woman, i.e., middle aged, is interested 
in health, sanitation, hygiene, economy, labor saving, and efficiency, yet 
the appeals of youth are still strong. After thirty-five, women think 
more of luxuries, comforts, travel, health; they want more pretentious 
homes, cars, and clothes so as to impress others. Conservatism and 
habit are important attributes. 

Table 8. — Distribution of Intelligence in the United States 1 


Number in 
each class 

Descriptive classification 

IQ- 

rating 

250,000 

“ Near genius” or genius 

140 up 

6,750,000 

Very superior 

120 to 140 

13,000,000 

Superior 

110 to 120 

30,000,000 

High average 

100 to 110 

30,000,000 

Low average 

90 to 100 

13,000,000 

Dull 

80 to 90 

6,000,000 

Border line 

70 to 80 

750,000 

Morons 

50 to 70 

250,000 

Imbeciles and idiots 

50 down 


1 Ubhbbocx, R. S. t in Industrial Medicine , February, 1934. 


Borne fundamental changes are taking place in the composition of our 
population. The Bureau of the Census estimates that the population 
of the country will reach its peak before 1960 unless the birth rate rises 
or immigration increases. 2 The present birth rate is not believed to be 
sufficient to maintain the population at a stationary figure, so an actual 
dedine*in population is a possibility in the not far distant future. Prior 
to the World War the population increased at an average of approxi- 
mately 1,800,000 people a year; by 1934 the annual increase was 
approximately 800,000. The decline in the rate of population increase 
is producing some important shifts in age distribution. Thugs there 
are fewer children and more old people. The following table gives 

the census figures for four census years: 

• 

1 Op. cit., Chap. III. 

* According to estimates by Thompson and Whelpton, the population of the 
United States will be 131,865,000 in 1940—76,039,000 Classed as urban; in 1950 the 
population will be 138, 442, 000 — 80, 862,000 classed as urban; in 1960 the estimated 
population will be 141,485,000—82,436,000 classed as urban. During this period the 
rural farm population will steadily decrease, while the rural non-farm population will 
increase. These estimates are based on the assumption that internal migration 
similar to that of 1920-1929 will continue. 
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Tabwb 9. — Atm Dxsthxbdtion ot \ Population or United States fob Indicated 




Years* 





Age 

1900 

1910 

1920 

1990 

Under 15. . . 


34.4 

32.1 

31.8 

29.4 

15 to 84. . . . 


35.5 

36.2 

33.9 

33.7 

36 to 64 


20.5 

21.8 

23.4 

24,6 

55 and over. 


9.4 

9.7 

10.9 

12.3 

Unknown. . . 


0.2 

0.2 



Total. 


100.0 

100.0 

100.0 

100.0 


i Statistical Abstract , p. 39, 1933. * 

The percentage of children under fifteen years fell from 34.4 per cent 
of the total population in 1900 to 29.4 per cent in 1930. 1 The proportion 
of the population between the ages of fifteen and thirty-four fell from 
36.2 per cent in 1910 to 33.7 per cent in 1930; on the other hand, the pro- 
portion between thirty-five and fifty-four increased from 20.6 per cent 
in 1900 to 24.6 per cent in 1930, while those over fifty-five increased from 
9.7 per cent in 1900 to 12.3 per cent in 1930.* The percentage of the 
population gainfully employed has remained about the same, but there 
has been an important change in the composition of the employee group. 
More women are being employed, and fewer children and older persons. 
Thus the percentage of children, ten to fifteen years old, employed in 
1900 was 6 per cent of all gainfully employed; in 1930 the figure was only 
1.4 per cent. There are now many more children and young people in 
schools of various kinds than there were fifteen years ago.* 

These changes in population characteristics will affect the demand 
for goods and services in a very pronounced way. There will be less 
demand for children’s goods and more for merchahdise and services used 
by adults. The importance of the demand for toys, for example, is 
indicated by the following census figures. According to the preliminary 
estimates of the 1934 Census of Manufacturers, 7,976,529 dolls with an 
f.o.b. factory value of $4,534,507 were produced in 1933; the value of 
metaf toys, other than mechanical, was almost $8,000,000; mechanical 
toys propelled by springs or by electricity had a value of almost $4,000,- 
000; baby carriages, gocarts, strollers, and sulkies were worth more than 

* It is interesting to note that the percentages of boys and girls fourteen years old 
and under were equal in 1930. 

* There were approximately 10,386,000 people, 8.6 per cent of the total population, 
sixty years old and over in 1930; approximately 18,000,000, or 16 per cent, were 
between forty-five and sixty years of age. There were, in 1930, 102.6 males to every 
100 females in the United States. 

* There are approximately 6,000,000 children attending high schools in the United 
States. 



68 


THE NATURE OF MARKETING 


$3,000,000; approximately 1,030,450 velocipedes and tricycles had a value 
of 82,655,613. Almost 2,000,000 wagons for children were produced. 
The total value of such products was in excess of $48,000,000 in' 1933, 
approximately $70,333,000 in 1931, and almost reached $104,000,000 
in the prosperous year of 1929. Per capita income will probably increase, 
as will also real wages and the standard of living. There will, therefore, 
probably be -less relative demand for staple goods and more for semi- 
luxury and luxury goods. There will be a greater demand for variety 
* and better quality. Sales volume will depend more on larger per capita 
purchases through repeat sales and the introduction of new products 
than on securing new customers from immigration and the rising new 
generation. * ' 

The Influence of Religion and Race. — Religion influences demand In a 
number of ways. In addition to the special demands that arise for 
materials, equipment, and services directly connected with the various 
forms of worship, the observance of holy days, feast days, and the like 
greatly affects the demand for goods and services. A brief statement of 
the effect of the Jewish Kosher demand upon the marketing of live stock 
t serves as an illustration of the effect of religion upon demand. 1 Of course, 
no pork is bought by Orthodox Jews. Cattle, sheep, and fowls which are 
eaten have to be slaughtered according to certain prescribed methods by 
especially trained representatives of the Jewish faith. 

The dietary habits of the Jews are most significantly influenced by their 
religious feasts and fasts, and in consequence the beef trade feels the effect of 
these religious occasions and must take them into careful account. All of the 
religious events are fixed by the Jewish calendar, and are identical throughout the 
world among Orthodox Jews. Therefore, every live-stock market and the entire 
beef trade are affected at the same time by the demands of the Kosher trade. 

% period of twelve days, including the last few days of September and 
the first few.days of October, are Jewish high holidays for the New Year’s 
celebration. This event, being a feast period, creates a great demand for 
Kosher beef and necessitates the shipment of large numbers of live stock 
east to meet the Kosher demand. The schedule of shipment has Jo be 
carefully timed so that the live stock will arrive at the right time. The 
big buying dayB for Kosher beef are Monday and Friday. Only the fore- 
quarter of the beef is used in the Kosher trade. 

The extent of the Kosher demand in the United States is surprising; 
25 per cent of all steers sold under federal inspection in the United States 
are Koshered. It takes, in round numbers, a half million steers annually 
to supply the Kosher trade of Greater New York. 

*The material for this discussion is taken from “What ‘Kosher’ Means to the 
Meat Industry,” Armour live-stock Bureau, Monthly Letter to Animal Husbandmen, 
Vol. X, No. 3, June, 1920. 
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The Effect of Occupation o \ | Demand . — It Is not necessary to go into an 
extended discussion in pointing out the effect of occupation on demand. 
It is obvious that workers in the various industries must be supplied with 
suitable clothing, food, shelter, tools, machines, materials, and supplies. 
As soon as agriculture, fishing, mining, lumbering, manufacturing, and 
plumbing are mentioned, one instantly thinks of certain special demands 
of the participants in these industries. The professions — dentistry, law, 
engineering, medicine, teaching, the ministry, accounting, advertising, 
and business administration — likewise call to mind other special needs* 
There is evidence which indicates that the type of occupation may have a 4 
definite bearing upon the willingness of the consumer to buy; e.g. f it is 
said that miners and railroad workers are “free spenders.” •When they 
are working they live well. 

Effect of the Social and Marital Status on Demand . — The social standing 
of an individual or a family quite frequently plays an important part in 
guiding demand. Thus a woman may be elected president of some club 
and, as a result, feel that she must dress, furnish her home, and otherwise 
act accordingly. The physician, the lawyer, and the local banker in the 
county seat are regarded often as people of considerable consequence. 
Their social status is such that people “look up” to them. They in turn 
usually feel that they must act the part. Their homes must be above 
the ordinary; their dress, manners, and accomplishments should fit into 
this picture if they are to maintain their prestige in the community. 

The marital status causes some changes in an individual's wants. 
Married people usually assume a more serious and responsible attitude. 
The attention is centered more on the home, its equipment, and the care 
and happiness of the family rather than as much as formerly upon personal 
attractiveness, pleasure, and personal convenience. Economy, perhaps 
from necessity, is practiced more assiduously. It is estimated that there 
are approximately 1,100,000 marriages yearly, 2,500,000 births, and 
1,500,000 deaths. 1 The marital state brings with it great responsibilities 
and is the source of many and varied needs. How well these needs are 
met depends upon the income of the family, its standard of life, and the 
general intelligence and common sense of the individuals in the group. 

The Changing Manner of Living. — As time goes on, there is a constant 
change in our manner of living which causes changes in our buying habits 
and practices. It is not necessary to list all of these manifold changes 
and their causes. If we select a few of the more important ones and 
briefly point out their relationship to demand, the reader will, no doubt, 
be able to supply many more illustrations from his own experience and 
observation. 

• 

1 Approximately 2,950,000 children were bom in 1921, but only 2,260,000 in 193S. 
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The Effect of Inventions and Discoveries ^ — The last thirty yean have 
brought about a revolution in our manner of living, due to improvements 
and changes in tin character of our industries, housing, transportation, 
forms of amusement, and the like. There has been a decided increase, 
for instance, in the number of people living in cities and in apartment 
houses. living quarters are smaller, so people buy less heavy furniture 
and smaller quantities of food products, but at more frequent intervals. 
Women have found more employment outside the home and, con- 
sequently, need more street clothing; they do less cooking and therefore 
patronize more the restaurant and the delicatessen store. There is now a 
much greater demand for ready-to-serve and package foods; outdpor 
lunches are more popular because of the great vogue for touring. |As 
new industries developed, the volume of sales grew, changes in occupation 
resulted, and life in general was changed for millions of people. ■ 
The development of the internal-combustion engine made the auto- 
mobile possible. Its widespread use created a tremendous demand for 
gasoline which up to that time was a waste product manufactured 
incidentally with the production of kerosene. The development of 
automobiles, trucks, and tractors had an adverse effect upon the use of 
horses, mules, clipping machines, harness, carriages, and bicycles and 
changed many of the living habits of a nation. It is claimed by the 
textile industries that the automobile has influenced men to buy less 
clothing; they buy less frequently, and there is a tendency to buy cheaper 
clothing. The automobile is credited with popularizing sport wear, so 
that men can wear sport clothes into a hotel or golf club and still be 
dressed in good form . 1 The closed car and centrally heated homes 
reduced the demand for umbrellas, heavy underwear, overshoes, tod 
many other articles of clothing. The development of the petroleum and 
electrical industries reduced the whale-oil and tallow-candle industries 
to relative unimportance. Electricity displaced gas for street lighting 
tod kerosene for home lighting; before this time kerosene had displaced 
the candle, and gas had displaced wood and coal for cooking in cities. 
The development of the radio greatly curtailed the sale of phonographs 
and other musical instruments. When the alternating-current set#were 
put upon the market, battery sets became obsolete in the cities. One 
can readily recognize the effects of the telephone, washing machine, 
vacuum cletoer, mechanical refrigerator , 1 and the motion picture upon 
the demand for certain products which were formerly widely used. 
Much criticism has been directed at the ruthlessness of the competition 


1 “The Retailer and the Consumer,” The New England Survey, p. 24. 

*■ * The annual sales of electric refrigerators increased from slightly more than 
880,000 in 1929 to more than 1,300,900 in 1934, and this number was increased during 
1988, owing partly to a substantial decrease in prioe. 
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arising from inventions. Nothing can dr should save an industry whose 
products are no longer wanted by the public. Price fixing, subsidies, 
restriction of production, artificial and protective measures may prolong 
their existence at an unreasonable cost to society, but eventually they 
must be eliminated. 

The extensive use of one article may create a demand for others. 
Thus the use of*the automobile created a demand for steel, aluminum, 
rubber, glass, oil, and a large number of accessories. The sale of the 
automobile itself has doubtless been stimulated by the development, 
of such products as the self-starter, four-wheel brakes, and balloon tires. 
The demand for poultry products is affected by the supply of certain 
other food products; for example, one explanation for the high per capita 
consumption of eggs in Canada when compared with that of the United 
States is that fresh fruits and vegetables are not so plentiful and cheap 
in Canada; consequently, more poultry and eggs are consumed. The 
increase in per capita consumption of poultry products in the United 
States during recent years is explained by the changing living conditions 
in the towns and cities. ‘ ‘ The hen house has been replaced by the garage. 
The automobile and radio are receiving much of the attention formerly 
devoted to the chicken flock and the vegetable garden.” 

The Influence of Custom . — Local tradition, habit, custom, and mental 
inertia tend to prevent changes from being made. It is said that green 
automobiles can not be sold in India because green is regarded as a color 
of ill omen; in Japan, maroon is the color of the Imperial household and 
would be barred; yellow, in China, is the color of mourning, so a yellow 
car would be unpopular. Some people in certain sections of the United 
States believe, without good reason, that white eggs are superior to 
brown, while the reverse is believed by some persons in other sections. 
Manufacturers of certain products have found it necessary to continue to 
package the identical product under several different labels so as to meet 
the wishes of their customers in different sections of the country. Some 
farmers prefer left-handed plows; others want only right-handed ones. 
In ijjie United States the steering wheel of the automobile is on the left 
side of the car; in Europe it is placed on the right side. 

Why the Increased Emphasis upon the Style Elementt — While people 
have always been subject to style changes, fashion, since 1923, has been 
much more prominent in causing changes in demand. The automobile, 
motion picture, radio, and women’s magazines have made it possible 
to d i ss emi nate quickly, throughout the country, knowledge concerning 
changes in style. Manufacturers, because of excess production capacity 
and keen competition, have used great ingenuity in making the best of 
tiie opportunities offered for promoting reipid style change, thus increasing 
sales. The greatly improved facilities for rapid transportation have 
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made hand- to-mouth buying possible, which in turn has aided the move- 
ment. Consumers are now looking for effects in color, design, and style; 
they take quality more or less for granted. The modem emphasis upon 
style has had unexpected results upon demand and sales. One has only 
to think of the effect of bobbed hair upon the hairdressing, hairpin, and 
millinery industries; of short skirts upon the shoe and the hosiery and 
other textile industries. • 

The fashion movement has been greatly accelerated by mass produc- 
tion of garments at popular prices, and firms engaged in the style business 
are just as likely to lose from being ahead of the fashion as those who 
consistently lag in the same movement. It is believed that by fan the 
largest mark-downs in the marketing of women’s coats and suits were 
caused by style obsolescence rather than by special concessions, gripup 
buying, or extra margins. Frequency of mark-downs increased with 
large-scale production of style garments, and conditions are such that 
mark-downs have to be taken oftener and earlier than when style was a 
less important factor. 1 * * 

Distinction between Style and Fashion . — The term style applies to all 
creations and designs whether accepted by the public or not, while the 
term fashion applies only to those styles which are accepted by the public.* 

There are three forces that influence fashion, according to Professor 
Nystrom,* viz., dominating events, such as the World War; dominating 
ideals, such as the current youth movement; and dominating groups, 
such as the present-day people of wealth, who have acquired the “subtle 
art of artistic spending.” Professor Cherington 4 believes that fashions 
are dependent on fundamental social changes. Four recent events have 
had marked influences, viz., the World War and its aftermath, the 
advances in science affecting the habits of daily life, the era of great 
prosperity during the 1920’s, and the recent years of depression and 
economy. 

Styles that become fashionable seem to follow certain rules. Thus 
they should give the impression that the possessor does not have to work 
for a living, e.g., creases in men’s trousers; they must appear expensive; 
and they should have a semblance of utility, e.g., ordinary “sport” 
dresses that are not really durable enough for sport. 

The fashion at present demands the slim figure for women. As a 
result, the sale of starchy and sweet foods and the consumption of meat 

1 KsDsmsxi, 8. L., Domestic Commerce Ser. 91, 1934.* 

1 Ntstbom, P. H., American Management Association, General Management Ser. 
97, p. 20. 

* Economics of Fashion, Chap. IV. 

4 C&rantGTON, P. T., The Reporf on the Commercial Problems of the Woden and 
Worsted Industries, Chap. III. 
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are somewhat reduced. T\ meet this desire for thinness, one manu- 
facturer used these appeals : “ is a hearty food but not fatten* 

log ” and is a body builder but not fattening.” Fashion causes 

men to shave daily and wear straw hats in summer, and it causes people 
to replace their automobiles, furniture, radios, and clothing long before 
these articles are worn out. 

* The student jhould not lose sight of the fact that changes in fashion 
frequently necessitate corresponding changes in production. Some 
producers may find it impossible to produce the goods demanded. The 
change in demand in the textile field that called for wider fabrics and * 
lighter weights and the shifting of preference from soft to more tailored 
fabrics necessitated important changes in mill practice. • 

Motives Governing the Buying of Non-consumer Goods. — Industrial 
and institutional buyers make their purchases to meet certain objective 
needs and standards. The merchant, when buying his equipment, is 
governed by the same motives that guide the industrial purchaser. 
When he buys his merchandise for resale, however, he tries to interpret 
the needs, wants, and desires of his prospective customers — the ultimate 
consumers. The merchant buys for the purpose of resale at a profit. 
This he expects to secure from a rapid turnover and a satisfactory margin 
on each scale. He knows, however, that he must buy merchandise that 
will satisfy the desires of his customers if he is to succeed. The motives 
that govern the purchase of industrial goods are somewhat different. 
The typical industrial buyer, in contrast to the typical consumer, is 
an expert in judging quality and prices; he is also a skillful bargainer and 
has at his command a large fund of technical and market information. 
He is not, as is the case with the consumer, guided by personal w hims 
and fancies. He is held accountable to his company for satisfactory 
results. 0 

The demand for industrial goods has a much more definite limit than 
that for consumer goods. Since the purchases are made Chiefly on a 
utilitarian basis there is small possibility of expanding sales through any 
form of emotional appeal. A large proportion of industrial goods is 
durable in character; consequently, replacement purchases can be delayed 
for a considerable time. This fact causes demand to fall drastically dur- 
ing periods of depression. 

The chief factors that determined the purchase of a particular indus- 
trial product in 324 cases reported by Eldridge Haynes 1 are (1) perform- 
ance, which was the Chief factor in 46 per cent of the transactions. 
Standardisation was the leading requisite within the performance classifi- . 
cation, and past experience was the next in order of importance. (2) 
Price was the determining factor in 26 per cent of the cases. (3) Con- 

1 Clou and Industrial Marketing, pp. 68 if., January, 1928. 
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struction of the product was the most imjj/rtant factor in 25 per cent 
of the cases. Quality was the first requisite, while technical features 
were second. Other factors were (4) confidence in the company, based 
on the recommendation of others or on the buyer’s experience, and (5) 
reciprocity. There are, with certain products, other motives that 
influence industrial buying at times. Thus an accessory or piece 
of equipment may be bought to be attached to the article sold by the 
manufacturer because it is well known and will aid the sale of the major 
article. A machine may be bought because it will reduce the costs of 
* production; it may, for instance, have a larger capacity or use less 
power, be more durable, more flexible in use, more dependable in opera- 
tion, or easier to install or repair. Industrial goods may be bought 
because they facilitate the health, comfort, and safety of employee^ or 
because of some special service feature stressed by the seller, sucH as 
punctuality and promptness in delivery, time-payment privileges, special 
installation service, and a reliable source for future needs. * 

Mr. Frederick classifies the demand for industrial goods under three 
headings and calls each a market; thus (1) horizontal market, in which is 
found a demand for standard equipment and supplies used by industry 
generally, i.e., office equipment, maintenance, and operating supplies 
and equipment; (2) vertical industry market , in which is found a demand 
for highly specialized supplies and equipment used only by the partic ula r 
industry, i.e., ovens for bakeries; and (3) vertical product market , in which 
there is a demand for specialized equipment and supplies used only in 
plants making specific and highly specialized products, i.e., brasses for 
electric light bulbs. 1 

The Time Element in Demand. — The knowledge of purchasing power 
and buying motives needs to be supplemented by a knowledge of when 
buying takes place. The time when people buy may be determined by 
a study of a number of conditions and events. The time of day when 
the greatesf bulk of purchases is made seems to vary according to the 
siae of the city. In cities of 2,500 to 3,000, approximately 32 per cent 
of the shopping is done before 11 a.m., and 60 per cent after 3 p.m., with 
business dufi around noontime. This is due to the living habits of <8ties 
of this size. A small percentage of the women work outside the home, 
and a large proportion of the husbands come home for lunch; conse- 
quently, the fromen do their shopping either in the early morning or in 
the late afternoon. The situation is different in cities of 500,000. Here 
it is estimated that only 4 per cent of the sales are made before eleven 
o dock, 71 per cent between 11 a.m. and 3 p.m., with 25 per cent after 
^ It appears that the larger the city the greater the proportion of 
buying that is done during midday. More women work outside the home 
1 FazDUBicK, J. H., Industrial Marketing , p. 8. 
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in the larger cities, fewer mei&go home for lunch, and there is a tendency 
for Women who do not work outside the home to do their shopping during 
the midday; and a large number of women workers utilise their lunch 
hour for shopping. 

There is a definite variation in the seasonal volume of buying. The 
greatest volume of department store buying in the United States, fox 
example, takes place in the autumn, culminating in a major peak just 
prior to Christmas. There is a much smaller peak in April and May. 
The smallest volumes of sales are made in January and February and hi 
July and August. When the seasonal trend is eliminated the volume 
of sales tends to rise and fall with changes in business conditions. Part 
of this rise and fall, however, is caused by changes in prices rather than in 
physical volume of business transacted. Indexes of marketing activity 
indicate that there are definite seasonal variations in mail-order house 
sales, wholesale trade, car loadings, merchandise exports, and construction 
contracts. These transactions reflect the time element of demand. 
The fluctuations in demand appear to follow about the same course as 
department stores to the extent of having two peaks and two valleys. 
The peaks and valleys in wholesale trade seem to anticipate the retail 
peaks and valleys, while construction demand shows the adverse effect 
of the winter months. 

The volume of sales varies also according to the days of the week. 
Some retail stores transact almost half their weekly volume on Saturday. 
Since people now buy in smaller quantities, more frequent buying — 
so-called hand-to-mouth buying — is necessary. The happening of cer- 
tain events, such as weddings, funerals, births, marriages, commence- 
ments, inaugurations, fairs, expositions, picnics, and holidays, introduces 
the time element into demand. All such occasions must be anticipated 
by the merchant and the manufacturer so that the required merchandise 
Will be ready for the consumer when he wants it. 

The Place Element in Demand. 1 — The increased use of the automobile 
has changed people’s habits with reference to the places where they buy. 
There has been a distinct trend from the crossroad and village stores to 
the county seat and larger cities by a large portion of the rural popul ation . 
The farmer’s family is not content to do all its shopping from the mail-' 
order house catalogue and small-town store. The rural people want new 
styles, good quality, satisfactory service, and greater variety of choice 
at a reasonable price ; consequently, they take advantage of the good roads 
and go 5 to 60 miles to db their shopping and to hear the latest talkies.' 

1 For a fuller discussion of the importance of location, ef. 3. F. Pyle, “The Deter- 
mination of Location Standards for Retail Concerns,’’ Harvard Busmen Bevins, , 
VoL IF, Ho. 8, pp. 803 jf., April, 1926, and “As Determination of Standards cSf 
Layout for Retail Concerns,” University Jour, ef Business, pp. 828-847, October, 1826. 
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The inconveniences of parking have caused large numbers of tile city 
people to shun the down-town shopping district except on rare occasions. 
They are turning to the outlying shopping districts. Many of the large 
down-town stores have established branches in these outlying districts, 
the suburbs, and smaller cities so as to meet the changed conditions. 
The old-type specialized store, as well as the old country general store, 
has ceased to exist. The modem drug store maintains a soda fountain 
and lunch booths and carries tobacco products, candies, toys, electrical 
goods, and some articles of clothing. Grocery and hardware stores, 
filling stations, clothing, hat, and shoe stores have added to their lines 
so as to meet the desire of the consumer to be able to supply certain of 
his supplementary wants at the same place. \ 

The portion of the consumer's dollar spent in thirteen forms of retail 
outlets is indicated in Table 10. I 

Table 10. — Where the Consumer Spent His Retail Dollar in 1934 1 


(Total retail sales $28,548,000,000) 

Place Cents 

Retailers of food 31.4 

Food stores 25.5 

Restaurants and eating places 6.9 

Automotive retailers 18.9 

Department stores, dry goods, and other general merchandise 

stores 11.7 

Apparel stores 7.9 

Farmers’ supply and country general stores 6.5 

Lumber, building, and hardware stores 5.4 

Drugstores 4.1 

Furniture and household stores 4.0 

Variety stores 2.6 

Mail-order houses, catalogue sales only 1.0 

m Another stores 6.5 


1 Millba, N. A., Domestic Commerce , Feb. 20, 1035. The estimated volume of retail sales for 1934 
waft 14 per cent greater than the volume reported for 1933 by the Cenrut of American Bucineet. 

The sales of retail stores do not reflect all the purchases of the con- 
sumer. While the major portion of his demand is satisfied at some inde- 
pendent or chain store, many of his expenditures are not reflected in the 
retail census figures. Some of his other expenditures are for electric, 
gas, water, telephone, educational, medical, and dental services; he may 
contribute also to church, lodge, and charity; he pays an appreciable 
amount of money as taxes and for hotel, theater, barber, beauty parlor, 
and other services for his own personal benefit;* and he perhaps 
some investments. 

Geographic Aspects of Demand. — Buying habits and practices are 
influenced by geographical location. Local industry, as was indicated 
above, governs the demand for many products. Habits and customs 
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peculiar to the district usual? have their base fixed uu same racial or 
industrial characteristic. Climatic conditions in a given locality fre- 
quently determine the time of purchase as well as the kind and amount. 
It is clear that the nature of local industry, racial factors, and climatic 
conditions produce regional differences in per capita consumption of 
goods and services. The following table shows how the purchase of three 
items of electricaUequipment varied among eight cities: 


Tab lb 11. — Purchases or Electrical Appliances 1 


City 

Percentage of families purchasing 1 

Vacuum cleaners 

Washing 

machines 

Electric 

refrigerators 

A 

37 

2 

19 

B 

67 

66 

19 

C 

56 

16 

3 

D 

61 

53 

15 

E 

37 

34 

7 

F 

46 

31 

11 

0 

61 

40 

20 

H 

56 

61 

13 


1 Published by A.N.P.A., 1934. Data collected by the R. L. Polk Co. 


We should expect to find products that have been on the market for a 
long time, such as vacuum cleaners and washing machines, to have a 
more concentrated use than the more recently introduced products, 
such as electric refrigerators; 1 yet in City A only 2 per cent of the families 
have washing machines, while 19 per cent have electric refrigerators and 
37 per cent own vacuum cleaners. 

In City C only 3 per cent of the families have electric refrigerators, 
but 16 per cent have washing machines and 56 per cent have vacuum 
cleaners. Information is not available with which to explain the wide 
variations found among these cities. The geographical factors, no doubt, 
play An important part in producing these differences. 2 

1 The electric light bulb and the non-automatic electric iron have the widest 
distribution; approximately 2 homes out of 3 in the United States £.re wired for 
electricity. For the country as a whole, approximately 9 out of 30 homes have 
vacuum cleaners; 6 out of 30 have washing machines; while only 3 out of 30 have 
electric refrigerators. Only 42 out of 30 homes have telephones. In 1933, approxi- 
mately 48K per cent of the wired homes had vacuum cleaners, 44 per cent had electric 
washing machines, 24 per cent had electric refrigerators, and only 3% per cent had 
oil burners. 

* The differences in the cost of electrical poder in the various localities would 
affect the ownership and use of electrical appliances. 
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. The volume of sales of many product/ bears a dose relation to the 
numb er of people in a given area. This is especially true with reference 
to staple goods used as food and clothing. 1 One is likely to be misled, 
when looking at a map of the United States, concerning the importance 
of different sections of the country as potential markets. Some states, 
for instance, are big when measured on a square-mile basis but are rela- 
tively unimportant when measured on a population Jbasis — whether as 
total population, as number of people per square mile, or as a percentage 
of the total population of the United States. 



Hr 1.— Relative importance of each state on basis of population. ( Reproduced by per- 
mission of Erwin Wasey & Co., Inc,) 

The map above, constructed by one of the leading advertising 
agencies on data furnished by the 1930 Census of the United States, sug- 
gests the size of general demand as reflected by population figures. A 
comparison of the states of New Jersey, Massachusetts, and Connecticut 
With Nevada, Wyoming, and Montana, as depicted on the map, empha- 
sises the importance of determining the degree of correlation between 
territorial size and population size. 

1 The sales of some universally used goods having hn inelastic demand, such as 
matches, table salt, and, to only a somewhat less extent, tobacco and gasoline, are in 
direct relationship to the number of people or the number of automobiles in the ease 
of gasoline. The sales of the majority of products are affected by so many factors 
that a simple statement of the ndhber of people is not sufficient to give an accurate 
rating as to buying potentialities. 
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Hie density of popuiatioV of a state is indicated, to straw extent, 
by stating its percentage of urban population. The percentage of urban 
population of the United States in 1910 was 45.8 per cent; by 1980 the 
figure had risen to 56.2 per cent. The District of Columbia is listed by 
the census as 100 per cent urban, Rhode Island 92.4 per cent, and Massa- 
chusetts 90.2 per cent. North Dakota, on the other hand, has only 
16.6 per cent urban population, Mississippi 16.7 per cent,, and South 
Dakota 18.9 per cent. Nevada, for example, has only 0.1 per cent of 
the total population of the United States. 

Table 12 indicates the variation in per capita retail sales for the 
United States and through ten specified kinds of retail outlets and all 
other stores, in the nine geographic regions of the United States. The 
Pacific group ranks highest in four outlets for both census years and high- 
est in two others during 1929. This region ranked first in the total 
column. The New England and South Atlantic divisions show relative 
improvements in 1933 over 1929, while the other divisions were more 
unfavorably affected. The variation in per capita purchases through 
similar kinds of stores in different geographical divisions is striking. The 
East South Central ranks high in per capita sales through country general 
stores. This section, however, spends much less per capita in food stores, 
eating places, filling stations, furniture and household and radio stores, 
lumber and building materials, hardware stores, and drug stores than 
any other geographical division. The climatic conditions of the section 
help to explain part of the low per capita purchases. The low purchasing 
power and standard of living of a large part of the population probably 
complete the explanation. 1 

Map 2 indicates the geographic distribution of some important indi- 
cators of purchasing power. The number and the percentage of the 
United States total is shown by the nine geographic divisions, for {1) 
population, (2) retail sales, (3) sales of service establishments, (4) whole- 
side sales, (5) value of manufactured products, and (6) the 'number of 
individual income-tax returns. The United States totals for each classifi- 
cation are given in a box in the lower right-hand comer of the map. 
This map shows at a glance where the major portion of our retail, whole- 
sale, and service sales are made; where the largest number of income-tax 
payers live; and where the major industrial districts are located. The 
student can determine significant relationships existing among these 
important factors. 

• 

1 The 1933 per capita consumption of milk and cream (consumed as such) by 
sections of the country was North Atlantic, 42.9 gallons; South Atlantic, 28,7; 
North Central, 40.6; South Central, 29.7; Western, 40.1. Some Fad* about 
Evaporated Mi Ik and Other Dairy Product s, Evaporated Milk Association, revised 
January, 1935. 
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j a* - , CenBV* of American Bv*ine*s t U.S. Department of Commerce, 1933. 

* Total cd*** 1 * fifUraB d ° n0t exactly corre8 P° n<i t0 sum of distribution columns because of the fact that cents were dropped and only the nearest dollar used. 
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The Quantity Element in Demand.— 4low much people will buy 
depends, as was stated above, on their ability and willingness to buy. 
An indication of how much will be purchased may be secured by studying 
buying habits and by estimating the amount people spend for certain 
articles and services. The amount that a person will buy at any given 
time, MMiming he is able to buy, depends upon (1) whether prioes 
are rising, falling, or stationary; if prices are rising he* will tend to buy 
for future use; if prices are falling he will tend to defer purchase until 
he actually needs the article; when prices are stationary he will buy for 
present and near future needs. (2) The influence of fashion; if the style 
is likely to change soon or frequently, the quantity bought is usually 
the minimum possible. (3) Ease of securing and the time required to 
effect delivery ; if the source of supply is near or there are rapid transports^ 
tion facilities, Bmall quantities are bought; if there is danger of deteriora-\ 
tion of the product, less will be bought at a time than if the product 
is relatively non-perishable. '• 

The quantity purchased is indicated by several different sets of data. 
One indicator is the sales of the different kinds of stores. Department 
stores accounted for more than 10 per cent of total retail sales in 1933, 
although the sales of this group of stores declined 41 per cent from the 
1929 figure. The ratio of food-store sales to total retail sales was 27.1 
per cent in 1933. The total dollar volume of sales of this class of stores 
declined 37 per cent from 1929 to 1933, but the general price level of foods 
declined 36.4 per cent during the same period. The physical volume of 
sales therefore, apparently, actually declined very little. 

Buying habits with reference to physical quantity are indicated by 
the data presented in Table 13. These data, collected by the Toledo 
Scale Co., furnish the weights of typical purchases in butcher shops and 
in grocery stores. 

Tabus 13. — Weights or Purchases in Butcher Shops and Grocery Stores 1 


Weights 

Percentage of sales 

Butcher shops 

Grocery stores 

Less than 1 lb 

24.92 

16.66 

1 11*. to 1 lb. 15 oz 

38.79 

32.05 

2 lb. to 2 lb. 15 oz 

18.09 

20.64 

8 lb. to 3 lb. 15 oz 

8.25 

12.29 

4 lb. to 4 lb. 15 oz 

3.87 

© 4.89 

Total 

93.92 

86.53 


PubUehed la Burin*** Wmk, Dee. 22, 1{)33. The etudy wee made in six oj tie* — Albany , Birming- 
itm, Denver. Detroit, Duluth, and San Franciaoo. A total of 19, M4 weighing* in butcher ebon* and 
12,788 in grocery (tore* ware secured. 



Si 


BUYING MOTIVES, CUSTOMS, AND PRACTICES 

Approximately 90 per ceftt of the sales in butcher shops were fat less 
than 4-pound lots, and more than 63 per cent were in less than 2-pouad 
lots. The highest percentage for any lot was 38.79 per cent for the 
1-pound to 1-pound 15-ounce group. Less than 7 per cent of sales were 
in units of more than 5 pounds. The grocery sales units tended to be 
somewhat heavier than the meat sales. Almost a third of the sales were 
in units of 3 pouads and above. 

The following table, compiled from the Census of American Business , 
indicates how much the average consumer spent in each kind of retail 
outlet. Approximately 40 cents out of each dollar of purchases in this 
group of stores was spent in a department store; approximately one-fourth 
of this amount was spent in variety stores. Women's ready-to-wear 
stores and furniture stores each received only slightly less. Radio stores 
received the smallest proportion. This fact is easily understood, since 
radios are durable goods and one instrument is sufficient to meet the needs 
of the average family. The per capita unit purchase did not decline as 
much as the dollar figure indicates owing to the drastic price reductions 
of this instrument during 1932 and 1933. 

Table 14. — Per Capita Consumer Purchases from Twelve Kinds of Retail 

Stores in 1933 1 


Department stores $20 . 19 

Variety, 5 and 10, etc 5.40 

Men’s and boys’ clothing and furnishings 3.89 

Family clothing 1.47 

Women’s ready-to-wear 4.58 

Shoe stores 3.38 

Furniture stores 4.40 

Household appliances 1.68 

Radio stores 0.91 

Cigar stores 1*51 m 

Hardware stores 3.89 

Jewelry stores • 1.39 


1 Computations from U.S. Department of Commerce, Bureau of the Census, Census of American 
Business, Retail Dictnbution , 1033. 

• 

The Relation of Buying Habits and Income. — With a given income, 
how will a family choose to spend it? What particular kind and quality 
of goods Mid services will it buy, and how much will it be filling to pay 
for them? 1 The family, in order to survive, must have a certain mini- 
mum quantity and quality of necessities in the form of food, clothing, 
and shelter. There is a decided tendency for a family to consume these 

1 Willingness to buy, which is influenced by the standard of living, must, of course, 
be present; willingness, however, without pure haling power doee not make purchasing 
possible. 
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items more abundantly as the income increases. 1 Thus greater variety 
and better quality are enjoyed; merchandise and services in the luxury 
class are purchased; and savings are accumulated. Table 15 presents 
an estimate of average expenditures for food, the home, attire, other 
living needs, and savings, by non-farm families with the indicated classi- 
fied incomes up to and including $20,000 a year. 2 

• Table 15. — Utilization of Family Incomes* 

(Non-farm families) 


Average expenditures 1 


Income class 

• 

Food 

Home 

Attire 

Other 

living 

Savings 

0to 1,000 

360 

250 

110 

110 

—60 

1,000 to 1,600 

490 

360 

180 

210 

10 

1,500 to 2,000 

610 

470 

250 

310 

100 

2,000 to 2,500 

700 

580 

300 

470 

180 

2,600 to 3,000 

770 

690 

350 

640 

280 

3,000 to 3,500 

820 

820 

390 

800 

400 

3,600 to, 4,000 

860 

960 

450 

960 

510 

4,000 to 4,600 

900 

1,110 

490 

1,120 

620 

4,600 to 6,000 

920 

1,250 

530 

1,260 

780 

6,000 to 6,000 

940 

1,460 

590 

1,480 

990 

6,000 to 7,000 

970 

1,720 

680 

1,770 

1,320 

7,000 to 8,000 

1,000 

1,930 

760 

2,050 

1,720 

8,000 to 9,000 

1,030 

2,100 

820 

2,280 

2,240 

9,000 to 10,000 

1,060 

2,290 

900 

2,500 

2,720 

10,000 to 16,000 

1,150 

2,620 

1,040 

2,980 

4,270 

16,000 to 20,000 

1,300 

3,600 

1,400 

4,300 



1 C/* inwriea't Capacity to Concume , op. oil p. 257. 

1 These eetimatea do not include receipts by beneficiaries of insurance policies and funds drawn from 
mvittga accounts or contributions made to employes by their employers in the form of merchandise and 
services. The estimates of expenditures are confined to those paid out of the income actually received. 
Thus the expenditures for each olass for the various items were, no doubt, higher than here given. C/. 
Amcrioa'c Capacity to Consume, pp. 89 ff. 

This table reveals some very interesting information with reference to 
the relationship of consumer buying habits to family income and to the 
indicated items of expenditures. The expenditures for each item 

1 The Brookmire Economist, Feb. 27, 1936, states: "People do, in fact, habitually 
spend about 90 per cent of their income.” 

2 The aggregate income of 21,078,000 non-farm families in 1929, according to the 
Brookings Institution study, was almost $70,000,000,0001 The aggregate income of 
5,796,000 farm families with incomes up to and including $10,000 was approximately 
$7,141,000,000. These farm families, which comprised approximately 21 per cent 
of the national population, received only 10 per cent of the national income. The 
Income of the average non-farm faitily therefore w as roughly 2 times that of the 
average farm family. 
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increase in absolute amounts is the income increases, but the percentage 
of income spent for each item differs in the various income groups. The 
rate of increase in the absolute amount spent for food tends to decrease 
when the $1,500 to $2,000 group is reached. Thus the $1,000 to $1,500 
group spends $130 a year more for food — i.e., $490 — than tire lowest 
class ; the $1,500 to $2,000 group spends $120 more than the preceding 
class, while the $3,000 to $3,500 class, for instance, spends .only $50 a 
year more than the $2,500 to $3,000 group. The expenditures for attire 
follow somewhat the same pattern, but not quite so definitely. The 
decline in the increase per year does not begin for this item until the $2,000 
to $2,500 income group is reached, when the increase drops from $70 
to $50. The total spent, however, is $300, compared with $250 spent 
by the next lower class. The expenditures for “home,” “other living,” 
and “savings” increase definitely as the income rises. The annual 
increases in the expenditures for the home amount to $110 until the 
$3,000 to $3,500 income class is reached, when the amount .of annual 
increase rises to $130 — from $690 to $820; for the next income class 
the increase goes to $140, while the annual increase of the $6,000 to $7,000 
class over the next lower class is $260. The annual increase for “other 
living” expenditures is $100 until the $2,000 to $2,500 income level is 
reached, and then the increase rises to $160; for the $6,000 to $7,000 
class the a n nual increase in expenditures above the next lower class is 
$290. The annual increase in the amount of “savings” is very marked. 
The family, however, is apparently not able and willing to apportion as 
much as 10 per cent of its expenditures to savings until the $2,500 to 
$3,000 class is reached. The $1,500 to $2,000 class is able and willing to 
save annually, on the average $90 more than the $1,000 to $1,500 class. 
The total amount saved, however, is only $100. The $6,000 to $7,000 
class saves $330 more annually than the next lower class, or a total gmoqnt 
of $1 ,320. The $15,000 to $20,000 income group saves 660 times as much 
as the $1,000 to $1,500. * 

The reader will note the similarity in the amounts spent by members 
of the $3,000 to $3,500 class for the following items: food, $820; the home, 
$820; other living, $800. The similarity of expenditures for home and 
for other living is very marked from this level to and including the $10,000 
to $15,000 group, after which the expenditures for the latter item increase 
much faster than for the first. The amount for savings takes first position 
when the $10,000 to $15,000 income group is reached and rises rapidly 
thereafter. These figures indicate very clearly that a larger and larger 
amount of expenditures in the higher income brackets goes for savings, 
other living, and the home. This practice may be explained by the fact 
that the quality and quantity attributes of items in these classifications 
are flexible, thus furnishing greater opportunity for conspicuous spending. 
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Al t ho ugh these data indicate how an inclosed income might foe appor- 
tioned by the consumer to the indicated classes of purchases, we are still 
im«.Mg to determine the amount, the quality, the style, brand, and other 
important characteristics of the goods wanted. Consider food, for 
instance; will it be more meat, bread, and potatoes or will cakes, fruits, 
fowl, and caviar be added or will quality of the old kinds be purchased? 
In the case of clothing, will the added income be spent/or more clothing, 
better quality and style, greater variety, or more frequent purchases? 
Only a detailed study of family budgets can furnish reliable answers to 
these questions. 1 / 

Another indicator as to how families on different income levels choose I 
to spend their money is given in Table 16. Although this represents a \ 
very limited study, the results are suggestive of what may be the situa- 
tion in many other localities. 

We note immediately the wide variation in purchases of the different 
items. The volume of purchases of several items does not increase at all 
in relation to size of income, while in the case of other items the volume 
of purchases increases in a much higher ratio than the increase in income. 
This situation is clearly demonstrated by comparing the $10,000-and-over 
income group with the $2,000-and-less group. Although the first group 
has more than five times the income of the latter, it spends less than twice 
as much for electric irons, toasters, vacuum cleaners, washing machines, 
radios, groceries, and telephone service. Volume sales of such items 
therefore are limited more by the number of families than by the size of 
the income. The purchases of new cars, oil burners, electric ranges, 
sterling and silver-plate silverware; the amount of money spent for sports 
and hobbies; and the volume of credit purchases at department stores 
increased as much as the income or more. 2 The expenditures for gas, 
electricity, and telephone services did not increase so much as the 
income.* 

A report prepared by the Children’s Bureau of the Department of 
Labor, published in 1935, shows that the laboring classes altered their 
diets as their incomes declined by reducing both the quantity and 
quality of meat consumed, largely eliminating eggs, fruit, fresh vege- 
tables, and milk, and substituting oleomargarine for butter. There was a 

2 Of. Chap, XIII. 

‘The purchases of silverware by the high income groups, for instance, were 
approximately sixteen times as great as by the low one; credit purchases in department 
stores were fifteen times greater; the purchases of oil barters were almost twenty-four 
times greater, of ironing machines forty times as great, and the expenditures for 
sports and hobbies sixteen times as much. 

’ * The information presented in the table tends to support the contention that a 
s a te s tax on durable consumer godids and other consumer goods except the simple 
necessities of life would not be so inequitable as is sometimes believed. 
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marked tendency toward greater congestion of living quarters. One- 
fifth of the families surveyed shared living quarters with homeless rela- 
tives and friends. The consumption of clothing and fuel was likewise 
curtailed. 

Tabus 10. — Influence or Size or Income on Consumer Buying Practice, 1931* 


Income groups 


Items 

Under 

$2,000 

$2,000 to 
$3,000 

$3,000 to 
$5,000 

$5,000 to 
$10,000 

$10,000 
and over 

Number of oars owned bought new (per 
1,000 families in the group) 

384 

752 

917 

• 

1,122 

1,434 

Frequency of purchase per car-owning 
family, one car every 

4.4 years 

3.8 years 

3.1 years 

2.5 years 

2.5 yearn 

Total dollar volume of all building permits 
per 1,000 families 

$193,158 

i 

$300,869 

$389,642 

$946,642 

$1,197,288 

Oil burners in houses built by oocupant, 
per 1,000 families 

13 

17 

73 

137 

309 

Automatic refrigerators, units per 1,000 
families 

20 

45 

52 

99 

104 

Electric irons per 1,000 families 

039 

918 

924 

951 

954 

Vacuum cleaners per 1,000 families 

699 

928 

965 

950 

956 

Electric toasters per 1,000 families 

451 

726 

792 

792 

788 

Washing machines per 1,000 families 

671 

711 

719 

780 

776 

Ironing machines per 1,000 families 

11 

38 

132 

222 

442 

Electric fans per 1,000 families 

117 

334 

453 

570 

610 

Electric heaters per 1,000 families 

86 

265 

360 

394 

421 

Electric ranges per 1,000 families 

23 

63 

64 

125 

166 

Radios, number of sets per 1,000 families 

668 

912 

900 

935 

986 

Average monthly grooery bills (exclusive 
of fresh meat, poultry, fish, eggs, milk, 
and cream) 

$ 29.35 

$ 36.94 

$ 41.65 

$ 49.22 

8 63.36 

Clothing for men or boys over 14 per 1,000 
families 

$49,594 

$104,813 

$135,945 

$196,127 

8261,176 

Sterling A silver-plate silverware per 1,000 
families (2 years' total) 

$ 1,961 

$ 9,950 

$ 8,927 

$ 18.340 

8 82,086 

Sports and hobbies, total year's expendi- 
tures for 12 sports per 1,000 families* . . 

$ 2,572 

$ 8,291 

$ 17,159 

$ 29.424 

• ♦ 

8 40.471 

Electricity, kilowatt-hours per year per 
family 

772 

741 i 

975 

1,045* 

1,689 

Gas, cubic feet per year per family 

25,444 

22,343 

28,347 

33,146 

63,509 

Telephone, per cent of families with tele- 
phones. 

75.8 

98.8 

100 

100 

100 

Credit purchasing 1030 with 4 leading de- 
partment stores per 1,000 families 

$20,746 

$ 78,157 

$131,326 

$215,778 

8317,7X9 


1 Adapted from “ Markets by Incomes,” Vols. 1 and 2, Time. 

* Twelve sports and hobbies used: golf equipment, hunting equipment, fishing tackle find equipment, 
boating, tennis, riding, skating, skiing, ping pong, playing cards, photography, and amateur movies. 

Summary. — The amount of the money income of the individual family 
places a limit on, but does not necessarily determine, the volume of con- 
sumption. The family may not choose to spend its income for goods and . 
services. The producer, in attempting to measure his potential market, 
must therefore take into consideration the willingness to buy. We have. 
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learned that there are a number of factors affecting the buying habits, 
customs, and practices of the consumer. He has a number of motives 
for buying. When his want or desire for a particular good or service 
becomes greater than his desire to save or than his wish for some other 
good or service whose possession or use he must forego in order to secure 
the satisfaction from the first, he will probably buy if he can finance the 
purchase. Industry, merchants, and institutions .are governed by 
different motives, generally speaking, from those that impel consumers 
in their buying. Non-consumer buyers tend to be much more rational 
in making their purchases. The motives of the consumer are highly 
personal and tend to be governed by emotion. Such factors a s age, sea, 
marital position, and religion are important factors in governing the buyl 
ing mood. Those catering to the wants of the consumer must consider 
his idiosyncrasies with reference to fashion, time and place of purchase,! 
price, and quality. 
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Questions for Discussion 

i* Ryph i n how “willingness to buy” influences individual purchases. Can you 
cutest an index by which the “mood to buy” can be measured? 

2. How does the consumer exert his “control” over the producer and the seller? 
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3. Give examples showing how purchases are affected by (a) race, <b) age, (c) 
sex, (d) s ise of income, (e) occupation, (/) size of family, and (?) geographical location 
of tine family. 

4. “Human behavior is not rational but is determined largely by the environ- 
ment or circumstances in which man happens to be placed. It is a product of an 
unstable and irrational complex, or reflex actions, impulses, instincts, habits, customs, 
and fashions.” If these statements give a true picture, what is the effect of this 
situation upon the how and why people buy? 

5. “It follows fr 6 m the principle of diminishing utility and the endeavor of the 

consumer to derive the largest possible satisfaction from his income that whether he 
buys a commodity or not and how much he buyB depends upon (a) the size of the 
income, (h) the relative expected satisfactions and his habits in buying commodities, 
and (c) the prices of this and other articles.” Do you agree with this statement? 
Justify your answer. # 

6 . “As applied to demand and supply, both the principle of indifference and the 
marginal principle influence the actions of buyers and sellers.” Explain the meaning 
of principle of indifference and marginal principle. Explain how each operates in a 
marketing transaction so as to show the effect upon the market price, 

7. Under what conditions and to whom are calculations with regard to elasticity 
of demand of practical importance? 

8 . Is the market demand for a commodity likely to be more or less elastic if it 
has many possible uses? If there are many possible substitutes for it? 

9. “The elasticity of demand of an individual for a commodity depends upon 
(a) the slope of the utility curve for that commodity, (b) the slope of the utility curves 
of the other commodities, and (c) the prices of the other commodities.” Illustrate. 

10 . “The question as to why the consumer is sold and not merely permitted to 
buy is a most significant one.” Why does this situation exist? Do you think 
conditions would be satisfactory if sellers abandoned all sales-promotion activities? 

11. “The consumer does not only demand goods but his buying habits and prefer- 
ences force those who sell to him to perform a number of functions.” Is tins a true 
statement or do the practices of the seller determine the buying habits of the consumer? 5 

13. “Even a superficial study of the subject will reveal two distinct types of 
buying motives, primary and selective.” “Primary and selective motives may each 
be either emotional or rational .” Interpret the meaning of this statement. Do you 
think these two classifications comprehend all buying motives? Give illustrations 
of emotional motives; of rational motives. 

13. “Further evidence of the power of society over the consumption of the 
individual is found in the arrangement of the consumption of many persons.” Give 
examples illustrating this fact. 

14. “The lower ranks ape the higher, and the display in some of its forms reaches 
the vexf lowest ranks.” Indicate the significance of this practice. Are fashions a 
social evil? How does the vogue affect marketing costs? 

15. What is conspicuous consumption? Give illustrations. Show how the 
desire to emulate affects buying practice. 

16. “The goods which the consumer purchases fall quite readily into three classes 
when considered on the basis of his buying habits.” What are the characteristics of 
each class? How does this classification reflect the buying habits of the consumers? 
How do these habits affect the marketing organization of society? 

17* “Anything that interferes with competition may result in breaking up the 
market. The chief interferences with competition are (a) custom, (b) combination, 
(c) sympathy, (d) fear, (e) ignorance of condition^ and (f) governmental action or 
interference, such as bounties, subsidies, tariffs, and many other things.” Show how 
each of these affects the market. 
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ia “If it were not for the necessity of future sales, in most cases, the selling of 
goods wo uld proceed on an absolutely unscrupulous basis. The consumer would be 
cheated or sold shoddy goods wherever possible. Even the necessity of future sales 
does not completely protect him.” Do you agree with this point of view? Why is 
the consumer so helpless? What can be done to aid him? 

19. “Consumers are often exploited because they lack knowledge of the market 
or are unable to judge the qualities of goods offered to them there.” What can and 
should be done about it? 

20. It h&s been predicted that the population of the Unitfed States will become 
stationary by 1950. The demand for what classes of products will be most affected? 
How will this changed demand affect our economic, social, and political problems? 
Be specific, indicating clearly causes and results. 

21. “As population increases, the relative importance of certain talents or occup 
tions changes and, in consequence, the powers of these groups to consume.” What 
changes in the relative importance of occupations do you suspect will take place \ 
our population becomes larger? 

22. “If we take a little time to reflect we cannot fail to be profoundly imp 

by the sweeping changes that have been made in our buying habits during a single 
generation.” What are some of the more important changes? Account for these 
changes. 

28. “The demand of consumers may be studied by three principal methods: (a) 
experimental studies in sampling the market, (6) a consideration of changes of rates 
of expenditure as shown by the cost-of-living studies, and (c) by statistical studies 
of the past relations between quantities produced or sold, and prices.” Evaluate each 
method; indicate, also, the limitation to each. 

24. Do you believe that industrial buyers and merchants always act in a rational 
manner in their purchasing and that consumers are always governed by emotion and 
habits? Justify your answer. 

Assignment 1 

1. Problem 1, p. 3. James McPherson — Consumer Buying Habits. 

2. Problem 3, p. 9. Angier Corporation. 

1 Suggestions to Students . — All problems assigned in this text are found in Cope- 
lflnd, Problems in Marketing , fourth revised edition. The following outline suggesting 
a method of analyzing each problem may assist the student in preparing a logical 
report. * 

A Method of Analysis 

I. The problem or issues involved: 

а. The objectives to be attained. (What are they?) 

б. The conditions existing. 

II. Th^ solution of the problem: 

a. The plan devised. (What was done?) 

5. Distinctive features of the plan. 

HI. Results attained: 

o. Specific results. 

b. General results. 

IV. Criticism of the plan and its execution: 

0 . Defects. * 

b. Strong features of the plah. 

c. Alternative plans. 
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• MARKETING FUNCTIONS 

Purpose of this chapter: To isolate, identify, and discuss the major marketing 
activities necessary to supply the demand for merchandise and services. » 

We have discussed, in the three preceding chapters, some of the chats 
acteristics of the demand for merchandise and services. We learned 
something about the varied wants and desires of the individual and the 
importance of the possession of purchasing power. The process by which 
and through which society distributes its goods and services among its 
individuals, industries, and institutions is quite complex. A number of 
important services or functions must be performed in transferring goods 
of the desired amount, quality, style, price, and other attributes from the 
producer to the buyer. Many of our most troublesome problems of 
mar keting are directly related to the performance of these services usually 
referred to as marketing functions. The costs of marketing, about which 
so much is said in the press, on the platform, and over the air, are made 
up chiefly from the costs involved in performing these services. Improve- 
ments in marketing have usually come about through developing mote 
effective ways to perform the services necessary in marketing tangible 
goods and services. The tendency toward constant change in marketing 
policies, organizations, and methods has been and still is one of the char- 
acteristic features of our marketing system. 

The Marketing Process.— The individuals and firms oper^ting^ in 
the field of marketing are engaged in creating and in adding time, place, 
possession, and other utilities to economic goods as they are moved 
along from producer to final user. The marketing process comprises two 
major activities — the concentration of economic goods and their dutnbn- 
Hon die dispersion. 

We may think of concentration as that activity in which goods flow 
from many producers toward a central point or market, and distribution 
as that activity in which merchandise flows from a large r&ervoir in a 
more or less central location toward a large number of ultimate users. 
It is necessary to collecbthe products of forest, mine, sea, farm, and fac- 
toiy from the many producers located in different parts of the world. 

1 There are exceptions to this general statement in certain instances where 
integration has taken place. An automobile manufacturer may own ore 
and opal mines; a newspaper publisher may own forests and paper mills. 
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If these firms produce enough raw material from the owned sources to 
meet their needs, collecting and concentrating is not necessary for these 
particular products; yet few firms, if any, own the sources of supply of all 
the ma terials used in their businesses, so the generalization that concentra- 
tion is one of the major marketing activities is accurate. The need for 
this activity arises from the practice of specialization prevalent in modem 
industry and from the differences in location of source^ of raw materials, 
supplies, and labor, on the one hand, and the location of the demand for 
these goods, on the other. The activity of concentration calls for the 
performance of one or more of the following services: buying , financing, 
risk bearing , and the adjustment functions, viz ., transportation , storage , 
determination of quantity, standardization , and grading . 

After goods have been assembled or collected, it is usually necessary 
to distribute them to the ultimate buyer. As in the case of concentration, 
there may be some exceptions, e.g ., where integration has taken place. 
Raw materials may be collected directly from the producers by manu- 
facturing firms, while the finished products made from such raw materials 
are sold to wholesalers who serve as concentrating agencies for a large 
variety of manufactured goods. The wholesaler will then disperse the 
goods to retailers who in turn distribute them among the users. Pro- 
ducers, in other instances, may sell direct to retailers or to the ultimate 
users. 

The performance of the dispersion activity calls for one or more of the 
following services: selling , financing, risk bearing, and the adjustment 
functions, viz., standardization and grading, transportation , quantity 
determination, and storage. It will be noted that each of these services, 
with the exception of buying and selling, may be necessary in the per- 
formance of both concentration and dispersion. Buying is the primary 
activity in concentration, while selling is the activity emphasized in 
dispersion . 1 These various services are usually referred to by business 
men and economists as marketing functions* These functions may be 

1 The reader will, of course, realize that buying cannot take place unless some one ! 
sells and that a sale cannot be executed unless some one buys. 

* There are some minor differences among textbook writers as to the nuxtfber of 
services classed as marketing functions; e.g., Weld, Cherington, Ivey, and Clark each 
list the following seven functions: assembling, storing, assumption of risk, financing, 
^arrangement (standardizing and grading), selling, and transportation. There are 
slight differences in nomenclature. Vanderblue mentions ten functions, including, in 
addition to the seven listed above, buying, dispersing, and assorting. Macklin 
names eight functions: assembling, grading, packaging, processing, transporting, 
storing, financing, and distribution. He, however, divides distribution into two 
parU^r-sriling and dividing — so that he really includes nine functions. Converse 
Mats light functions : buying, selling, dividing, standardizing and grading, transporting, 
storing, assembling, packing, plus the general business functions of recording, finan- 
cing, and risk taking. Breyer presents the following functions: quality determination. 



’JNG FUNCTIONS 


n 


grouped under three major headings: (1) purchase-safes functions; (2) 
adjustment functions; and (3) facilitating functions. f 

The marketing process 


Concentrating 

1. Purchase-sales functions 

/Recognizing and deter- 
mining needs, desires, 
their qualities, and 
■o . other characteristics 

a. uying ^Determining what will 
satisfy the needs 
| Securing ownership of 
what is desired 

2. Adjustment functions 

a . Transporting 

b. Storing 

c. Standardizing and grading 

d. Quantity determination 

3. Facilitating functions 

a. Financing 

b. Risk bearing 


Dispersing 

1. Purchase-sales functions 

/Personal selling 
Advertising 
Mail soliciting 
Demonstrating 


b. Selling 


* I i^vUivilQ w* GS 

by means {«. , . 

j; \ Displaying 

i Installing 

I Packaging 

\ Identifying 

2. Adjustment functions 

a. Transporting 

b. Storing 

c. Standardizing and grading 

d. Quantity determination 

3. Facilitating functions 

a. Financing 

b. Risk bearing 


The Purchase-sales Functions. — Since the primary objective of the 
marketing process is the transfer of ownership, the performance of the 
buying and selling functions is highly significant . 1 The buying function 
presupposes a need or desire, a mood for buying, and purchasing power. 
The function comprises all those activities involved in determining needs 
and what will satisfy them; seeking out sources of supplies; testing 
for quality, style, appropriateness, and other desired attributes; and 
the negotiation of terms of purchase and payment. Considered from^he 
selling point of view, contacts must be made with prospective users, the 
good must be dressed, placed on display, demonstrated, its merits called 
to the attention of prospective users and buyers, and other appropriate 
steps toust be taken to develop and encourage purchases. 

The Buying Function .*— The buying function, as indicated above, com- 
prises all those activities involved in determining the demand or need 
for the product or service, determining the fitness of the good for the ,u#J 


storage, contactual, negotuftory, measurement, packing, transportation, financing, 
payment, and risk bearing. 

1 For an interesting discussion of the marketing functions consult F. W. Ryan, 
“Functional Elements of Marketing Distribution/’ Harvard Bwrineu Review, pp. 
205ft., January*, 1935. Dr. Ryan breaks down th^orthodox classification of functfona 
into a large number of subclassifications. 
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contemplated, and then the business transactions necessary to complete 
the transfer <pf title from the seller to the buyer — in short, securing the 
ownership of the desired good. The buying function culminates in 
collecting, concentrating, and assembling the desired or needed amount, 
variety, and quality of goods. When this buying is for resale, it is neces- 
sary that the wants of the ultimate user or purchaser be accurately antici- 
pated. Wholesalers, for example, may collect or assemble merchandise of 
great variety from all parts of the world and then sell it in relatively gmnJf 
, quantities to retailers who in turn resell it to the consumer. The buying 
function would be a very expensive operation, indeed, if the small dealejr 
had to travel long distances to many different places to select the desired 
merchandiie. Many of the independent retailers have formed cooperaA 
tive buying organizations for the express purpose of reducing this cost and\ 
securing quantity discounts on their purchases. The meat packers, . 
textile mills, and wholesale fruit dealers could get their hogs, cattle, cotton 
and wool, fruits and vegetables, as their requirements dictate, by sending 
buyers throughout the land to contact the individual farmers. The cost 
of this method of buying, however, would be prohibitive. Live stock, 
fruits, cotton, wool, and grain are usually bought from the small local 
producers and concentrated in fairly large amounts at the local shipping 
points. These products are shipped to the large central market in carload 
lots where large-scale concentration provides adequate volume and 
variety of kinds and qualities. The buying function then promotes 
efficient marketing by concentrating products in large enough quantities 
to reduce the per unit costs of transporting, storing, financing , and 
assorting according to quality and quantity. 

The buying function aids the consumer as well as the producer. 
Instead of the consumer having to go directly to hundreds of producers 
in erdeato satisfy his daily wants, he goes to a conveniently located retail 
store. The executives of these stores have thousands of products of 
different kinds, sizes, styles, and qualities from which the consumer can 
conveniently make his selections. The retail and wholesale merchants 
send buyers throughout the world looking for merchandise they t.hinlr 
the consumer at home will purchase. These goods of wide variety are 
assembled in rather large quantities by importers, wholesalers, retailers, 
and other marketing agencies at convenient places and are sold eventually 
in small quantities to the consumer. It is obvious that the buying 
function makes it possible for the consumer to purchase marehandire 
which he would not be able to secure if he had t8 go to the various parts 
of the world where the goods and the materials from which they are made 
originate. Since the articles are bought in large quantities by experts 
who know values, the costs a»e much lower than they would be if this 
buying activity were performed by the ultimate user. 
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Determining the Fitness of the Product. — It is always necessary for 
the buyer to determine certain facts about the characteristics of the 
merchandise. He may wish to know, for instance, whether the style and 
quality of the goods will meet his need or whether the machine will per* 
form to his satisfaction. Many other questions, depending upon the 
buyer, the product, and the use to be made of it, will probably ariaein 
the mind of the prospective purchaser. How does the typical buyer 
meet the situation? 

There are three methods commonly used in determining the fitness of 
an economic good for any given use. They are by inspection, by sample, 
and by description. 

Inspection is necessary when dealing in non-standardized, ungraded, 
and highly perishable products. Live stock is usually bought only after 
careful inspection by the buyer. Articles bought because of their style, 
design, or other special quality are bought only after inspection. This 
method is used when the product cannot be adequately described or 
sampled or the buyer does not have confidence in the description or sample 
given by the seller. Buying by inspection, however, tends to be expen- 
sive; it is frequently inconvenient and should be abandoned in favor of 
some more effective plan when and where feasible. 

A sample can be used satisfactorily when products are graded into 
uniform lots according to quality, size, and other significant physical 
characteristics. Purchase on the basis of a sample is in reality a modified 
form of inspection. Its use depends to some extent upon the confidence 
the buyer has in the honesty and good faith of the seller. It is assumed in 
the sales negotiation that the sample displayed is truly representative 
of the bulk. Many agricultural, natural, and manufactured products as 
well as perishable services are bought and sold on the basis of samples. 
The plan is more economical, for obvious reasons, than the inspection 
method. Its successful use requires, however, a higher standard of 
business honesty and confidence. * 

Purchase on the basis of description has grown rapidly during the last 
several years. It is more economical than either of the two other 
methods. This method demands the highest type of business conduct; 
honesty and confidence are absolutely necessary. Description makes 
possible future trading on organized exchanges and sales b^ catalogue 
and letter. Standardized terminology can be developed so that a buyer 
in one part of the world can tell a seller in another part what he wants 
and then be sure of having his need satisfied. The mail-order houses 
have developed the art of communicating description, by means of 
words and pictures, to a high degree of perfection. Buyers and sellers 
operating on the organized exchanges make? constant use of the method ; 
millions of dollars are spent annually by manufacturers to describe their 
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products. The purchase of equipment, supplies, and merchandise on 
specifications illustrates a specialized use of description. 

The buying function is not completed until the title to the desired 
good has been transferred to the purchaser. This phase of the buying 
function may comprise a number of business details, such as filling out 
order blanks, keeping records, checking invoices, and any other routine 
acts involved in facilitating payment and the transfer of ownership. 
The performance of the buying function assumes the ability to pay or to 
make satisfactory terms. 

This brief discussion, it is believed, will serve to demonstrate why 
the buying function is a necessary marketing activity; why the ultimate \ 
consumer* industry, institutions, and all others who have to go to outside 
producers in order to meet their needs for the necessities and luxuries of 
life, and for raw materials, machinery, supplies, and services, benefit by 
the efficient performance of the services involved. 

The Selling Function . — When considering the selling function our 
point of interest shifts to the seller. The selling function comprises all 
those activities utilized in determining the needs of the prospective and 
potential users, and in persuading them that the good will satisfy their 
needs and desires. The completion of the selling function involves 
the consummation of the sales-purchase contract whereby mutually 
agreeable terms are established and title is transferred. The seller in 
his attempt to win the patronage of the prospective buyer, usually 
employs such devices as personal selling, mail soliciting, advertising, 
and packaging; he may use the product in demonstration or through 
display; and he may give premiums and various forms of service, such as 
installation, delivery, credit, and repair. 

The selling function is concerned with finding possible buyers and 
users, pointing out to them the desirable qualities of the merchandise 
and services offered for sale, and finally bringing about the actual con- 
summatioh of the sale. The major objective of the selling function is to 
bring the buyer and the seller together in a trading mood so that an 
exchange of title to goods may take place with mutual advantage. If it 
were not for the activity of the seller in bringing to the attention of the 
buyer or prospective buyer knowledge of new products that will meet 
his needs and wants, the consumer might go for an indefinite period of 
tame in ignorance of the existence of such goods. The incentive for the 
development of new and improved products would no doubt be reduced 
materially if producers were prohibited from rising suitable and ethical 
means to inform prospective users. Machines are being continually 
invented which reduce the cost of production and lessen the drudgery 
of farm, home, office, and factory work; many contrivances are designed 
to bring happiness and pleasure to large numbers of people. The selling 
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function is concerned with the education of the possible users to an appre- 
ciation of these improvements. Frequently some one discovers new uses 
for old products; it is the task of the selling organization to bring this 
fact to the attention of present owners and prospective purchasers. The 
discovery of the valuable vitamin content of many foods is a good 
illustration. 

Although people have recognized needs for food, clothing, shelter, 
and amusements, our competitively organized society does not leave the 
consumer to his own volition in seeking out the particular article or service 
to satisfy his wants. Producers have farms, mines, factories, and selling 
organizations which they wish to keep in operation. Capacity for 
production is frequently in excess of current demand. This* situation 
leads to an intensive effort on the part of these producers to dispose of 
their goods and to keep their volume of output up to a point that permits 
economical production. 

The performance of the selling function is probably the most expensive 
of all the marketing services. This is largely due to uneconomical 
competitive sales-promotional methods frequently used and to the lack 
of confidence in the product or seller on the part of the buyer. The 
buyers quite frequently believe that since the seller is in business to make 
a profit his selling activities are not without a considerable amount of 
bias. The practice followed by some sellers of making extravagant 
claims with reference to the quality and the performance of their goods 
causes the consumer to regard with suspicion and doubt the statements 
and the merchandise. These conditions tend to develop sales resistance 
on the part of the buyers. The buyers, instead of considering the sellers 
as authentic and reliable sources of information, may develop a tendency 
to raise objections and to present reasons why they should not purchase 
the particular merchandise or service. This situation in turn oftenjsaqgps 
one seller to renew and increase his selling activity in the hope of over- 
coming the prospective buyer’s objections and of convincing hifh that the 
seller’s product comes nearer meeting the consumer’s needs at a lower 
cost than the product of some rival seller who is also making heroic 
claims! The net result of the entire situation frequently is an unreasona- 
ble increase in selling costs. 

The selling function is essential in modem economic society even 
though the defects in sales practice mentioned above do exilt. People 
should be informed concerning the use of new products for both old and 
new needs, new uses for old products, and the superior methods of 
production and of marketing used by a particular firm. It is a desirable 
as well as a necessary service to indicate to the prospective purchaser 
the place, the time, and the terms of sale under which a particular service 
or article of merchandise may be secured. Merchandise may be put up 
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in attractive and useful packages, and bulk merchandise must be divided 
and graded to meet the convenience and needs of the users. Some 
articles must be displayed and demonstrated, and some forms of 
machinery must be installed and serviced in order to meet the needs 
of the buyer and to secure sales. 

During recent years some progress has been made in reducing the cost 
of performing the selling function. Salesmen are morescarefully selected, 
more thoroughly trained, and more wisely supervised. Sales costs are 
being reduced or prevented from rising through the use of effective 
advertising. Modem advertising, in spite of its many defects and abuses, 
furnishes an admirable means of securing efficient mass selling. : The 
performance of the selling function is being simplified through the integra- 
tion of marketing agencies. This movement is exemplified in the rapid 
growth of the chains — both retail and wholesale — cooperative marketing 
organizations, and the mergers among certain types of producing and 
marketing agencies. 

Adjustment Functions. — The completion of the marketing process 
usually requires a group of services involved in the physical handling 
of the goods. Their purpose is to make adjustments when certain 
deficiencies exist. These services are transportation, storage, stand- 
ardization and grading, and quantity determination. Although these 
services are usually referred to as marketing functions, the reader will 
readily recognize that these services are not used exclusively in marketing 
transactions. The production process makes extensive use of transporta- 
tion, storage, quantity determination, and standardization and grading. 
Raw materials, semi-manufactured products, tools, and many other 
objects used in and during the production process are moved from place 
to place and stored; many must be highly standardized as to size and 
quality so that they can be processed in the machines and so that the final 
product will have the desired degree of uniformity as to physical and 
chemical characteristics. These four services, however, are essential 
in such a large proportion of marketing transactions that custom has 
labeled them marketing functions. 

Transportation provides place utility, which corrects the hpatial 
maladjustment resulting from goods being produced in one place and 
used in another. Storage provides time utility, which corrects the time 
maladjustment resulting from goods being produced at one time or season 
and used at another time. The service of quantity determination may be 
regarded either as a part of buying and of sellingpor as a separate function, 
depending on the emphasis one judges this activity deserves. The writer 
believes that the analysis of the marketing process may be facilitated by 
regarding quantity determination as a marketing function. This service 
as such provides a counting utility, which corrects the quantitative malad- 
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justments resulting from goods being produced on a scale larger or smaller 
than they are consumed. It reconciles likewise the conflict, on one side, 
between the different scales of production, the requirements for eco- 
nomical handling secured through large-scale shipments, and storage, 
and the demand, on the other side, for small units by the ultimate 
consumer and for large volume by some industrial and institutional users. 
Standardization and grading provide quality utility , which corrects the 
maladjustment resulting from the lack of uniformity in production on 
the part of nature, workmen, and machines. All of these functions, it 
will be noted, deal primarily with the physical handling of the goods. 
The major objective in each instance is to provide adjustments which 
will remove some deficiency resulting from the production prdcess or to 
meet some desire on the part of the user or buyer. 

The Transportation Function . — The transportation function pervades 
the marketing process from beginning to end. From the sources of 
production of natural and agricultural products to the processing points 
and to the ultimate user we find the function of transportation playing 
an important role . 1 It is equally necessary in moving manufactured 
goods from the factory door to the warehouse and hence to the whole- 
saler, retailer, and, finally, to the consumer. The animal-drawn sled, 
cart, and wagon, the power-driven truck, railway car, water and air 
ships; the pipe line, power transmission, telephone and telegraph wires, 
and pneumatic tubes; and even human beings — all are used to aid in 
moving goods and services along from the producer to the final user. 

Facilities for efficient and economical transportation determine the 
location of industries and markets. The railroad made possible the rapid 
development of the Mississippi Valley by providing quick and economical 
access to the seaports; when the steamship displaced the slow-going and 
less dependable sailing vessel, international trade on a large scale*spcgng 
up; the development of the refrigerator car and ship made it possible for 
the inhabitants in large sections of the world to supply theif wants for 
fresh meats, fruits, and vegetables the year round. The gasoline truck, 
automobile, and good roads are important factors in bringing about 
changes in our marketing methods and organizations. A properly 
organized and administered transportation system widens the market 
and permits a high degree of geographical specialization in agricultural 
mid industrial activities. 

1 The center of hog production, for example, has been moving westward more 
rapidly than the center of population, thus requiring a longer haul to market. Thus 
in 1810 they were 150 miles apart, in 1890 they were 220 miles apart, and in 1930 they 
were 280 miles apart. The center of population in 1930 was near Linton, Ind.; the 
center of hog production was 280 miles west near Sigsbee, Mo. The tendency for 
production centers to move farther from the center of population creates a greater 
seed for more transportation and storage services. 
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The individual producer is very much interested in transportation 
rates, since the price he will receive for his product is likely to be the 
central market price less the transportation charge from the point of 
shipment to the central market. Thus if wheat is selling on the Chicago 
market at $1.25 a bushel, a farmer in South Dakota will receive approxi- 
mately $1.15 a bushel, assuming the freight rate from South Dakota to 
Chicago to be 10 cents a bushel. 1 The buyer likewise is interested in the 
cost of transportation, since the central-market price must be high enough 
to bring a supply sufficient to meet the demand, and the market price 
will therefore reflect the cost of performing this service. j 

Transportation by Railroad. — The importance of the transportation 
function i£ suggested by the volume of freight originating on and carried 
by the Class I railroads. In the depression year 1921, 39,323,158 cars 
were loaded with revenue freight, the tonnage amounting to 1,690,762,605 
total revenue tons. For 1929, the peak of the prosperity era, 2,451,- 
601,084 total revenue tons were carried in 52,827,925 cars. The year 

1933 reflected the depression of this period; 29,220,000 revenue cars were 
loaded, and a total of 1,258,826,084 tons of freight were carried. Approxi- 
mately 30,785,600 cars were loaded in 1933. The Class I railroads in 

1934 moved almost 269,000,000,000 “ton-miles” of freight. 2 * In 1929 
the corresponding figure was in excess of 447,000,000,000 ton-miles. 
Hie revenue tonnage for 1933 was distributed among the various products 
as follows: products of agriculture, 81,702,027 tons; animals and animal 
products, 17,850,825 tons; products of mines, 395,064,720 tons; products 
of forests, 33,164,630 tons; manufacturers’ and miscellaneous products, 
157,009,486 tons; and l.c.l. (less than carload) freight, 14,350,763 tons.* 

The following quotation indicates in a dramatic way the importance 
of transportation services in general and railway transportation service in 
pa)$i£ul&r in our economic society. 

The passenger trains run a million miles a day, and 49,000 of us get aboard 
them in an average hour to swell the annual passenger-mile total to sixteen 
billions. Two million freight cars are in service, loading at the rate of 3,300 an 
hour even in dull times. In a year they carry a billion and a quarter revenue 
tons of cargo. In a year their trains travel 393,000,000 miles. Freight worth a 
billion and a half to its owners is daily in transit by rail. 4 

Transportation by Motor Trucks. — It is estimated that trucks hauled 
50 per cent of the live-stock receipts in 1933. This is an increase from 
42 per cent in 1932. The length of haul varied from 1 to 500 miles; 

1 We are ignoring, for the moment, the other costs and charges. 

„ 2 One ton-mile means the transportation of 1 ton of freight for a distance of 1 m ile . 

. * * Yearbook of Railroad Information , 1934 edition. 

4 Bobbins, L. H., The New York Times Mag , 
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the average haul was 85 miles in 1932 and rose to 100 miles in 1933. 
Fifty-four per cent of l.c.L merchandise was moved by trucks in 1932. 
Twenty-six per cent was moved 1 to 50 miles; 22 per cent was moved 
50 to 250 miles; and 6 per cent was moved more than 250 miles. The 
trucks of 190 firms, classified as common carriers, traveled 81,450,310 
vehicle miles; those of contract carriers traveled 20,720,587 vehicle 
miles; and those *)f private owners traveled 141,252,930 vehicle miles. 
Of the tonnage of the common carrier group, 68.26 per cent comprised 
general merchandise; 48.59 per cent of the tonnage of contract carriers 
consisted of petroleum products; while 70.13 per cent of the tonnage of 
private owners consisted of miscellaneous goods. Some other products 
transported by trucks were livestock, milk, fruits, vegetables, Cotton and 
other farm products, iron and steel products, building materials, paper 
and paper products, coal, tires and rubber, automobiles, furniture, and 
household goods. 1 One hundred railroads in the United States owned or 
operated 42,000 trucks in 1933. Some of the reasons, enumerated in the 
order of frequency of mention, given in 35,468 responses representing 
112,142,038 tons of goods, for using trucks were store-door delivery, 
faster service, lower total cost, store-door pick up, more flexible or con- 
venient service, cheaper packing, late acceptance of shipment, simpler 
classification of rates, and less damage and loss. 2 

Determination of Freight Bates. — It is said that a freight rate is 
economically correct when it permits a maximum flow of products to 
all markets and does not discriminate unjustly between geographical 
sections which are natural competitors. 3 Articles of merchandise are 
grouped under certain classifications for transportation purposes, and 
a separate rate for each classification is established. The country is 
divided into a number of freight-rate territories. The classifications 
and rates may be and usually are different in each territory. Th e de fer* 
mination of a specific rate for any given classification is governed by some 
or all of the following factors: (1) the value of the product; (2) its physical 
characteristics, e.jr., size, volume, weight, degree of perishability, and 
services in transit needs — cooling or heating; (3) risks involved; (4) 
competition from other forms of transportation and the influence of 
competing markets — one city or district does not want a rival to get an 
advantage in rates over it; (5) actual or estimated costs of the service 
involved; and (6) what the traffic will bear. Common buildiflg brick, for 
instance, will not bear a high rate because the freight charges may soon 
exceed the value of the product. Raw silk, on the other hand, will stand 

1 Cf. Merchandise Traffic Report of the Federal Coordinator of Transportation. 

* And., quoted from 1934 edition, Automobile Fade and Figures, p. 25. 

* “Railway Rates and the Geographical Locadon of Slaughter,” Armour & Com- 
pany, Monthly Letter to Animal Husbandmen , Vol. VII, No. 8, p. 4. 
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a relatively high rath and still move halfway around the world because of 
Hie high value, light weight, and small bulk of the commodity. 1 

Trucks have been able to move large volumes of freight over short 
distances because of their flexibility, convenience, and lower costs. They 
have been able to move some classes of freight long distances in competi- 
tion with the railroads because society furnished them with a free roadbed, 
and the operators were not forced to pay the high wages and some other 
. costs paid by the railroads. 

Transportation Services. — The marketing of all economic goods, with 
the exception of real estate and certain forms of services, demands! a 
consid er ation of the character of the transportation services best suited 
to the particular case. There are three major forms of services availably 
— express, mail or parcel post, and freight. Each is designed to meet 
certain definite needs. It is necessary likewise to select the transporta- 
tion agency that will perform most satisfactorily the type of transporta- 
tion desired, i.e., waterway, railway, highway, pipe line, cable, or airway. 
Havin g decided upon the character of the transportation needed and the 
Vind of agency or agencies best suited to perform the services, the next 
step is to determine the route the goods are to follow from producer or 
seller to buyer or user. The factors that generally receive attention in 
selecting the route are (1) the line haul and delivery costs, (2) the speed, 
(3) the facilities of competing routes, and (4) the comparative service 
advantages. 2 

Transit Services and Privileges. — Reconsignment, which allows the 
through rate from the point of origin of the shipment to the place of 
final destination, is one of the more important and frequently used trans- 
portation privileges. This privilege allows a change in billing or in car 
movement or both; i.e., permission is given to change the name of the 
cojjgygjor, consignee, owner, destination, or route. The possible reasons 
for ^shipper's desire to make use of the reconsignment privilege may arise 
from certain unkn own or unforeseen market conditions; thus the demand 
In a number of central markets may be unknown or uncertain. Perish- 
able goods, such aB fresh fruits and vegetables, cannot be held; they must 
be moved toward a market before they begin to spoil. Other feoods, 
such as coal and oil, may not be stored economically at the point of pro- 
duction; consequently, it may be desirable to start these products moving 
before a definite market has been selected. It may be learned after a 

* According to one study, the average freight car ofche country carries 26 loads 
a yen’. Eleven per cent of the total time is spent in moving freight; 88.7 per cent 
in switching and interchanging; 26.8 per cent in loading and unloading; 9.4 per cent 
for Sunday and holiday and other delays and for reconaignment; 9 per cent for repain; 
and 6 per cent in idle time due to lio business. 

* Bktjlkt, L. A., Industrial Traffic Management, pp. 361-363. 
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shipment has been started, but before it has reached its destination, 
that the market to which it was consigned is oversupplied M tha t 
prices are not satisfactory. The privilege of reconsigning the car so 
as to send it to another market may be of real economic value in prevent- 
ing a scarcity or a glut in a particular market. 

Other privileges, such as milling, mixing, fabricating, and fiwudifag 
in transit, are important in the marketing of such goods as grain and 
steel products. The privilege allows the through rate on products that 
may be stopped at some point for processing or manufacturing purposes: 
Under certain conditions cars may be stopped to be partially unloaded* 
or the contents of two or more partially loaded cars may be concentrated 
in one car. This arrangement allows the through rate from the source 
of shipment to final destination. Since the car-lot rate is always lera than 
the 1.0.1. rate, a considerable saving in freight costs may be secured. 

The Peddler Meat Car. — Peddler refrigerator cars, so effectively 
operated by the meat packers, make use of a special in transit privilege. 
They are loaded at the packing plants and sent out over designated routes 
on regular schedules. These cars, which have been packed so that the 
meat for the first town reached is near the doors and the meat products for 
the last town on the route are in an end of the car, stop at the various 
towns on the route and leave a supply of meat for the local retailers. 
The orders have been taken previously by a salesman representing tine 
packing house. The general practice of the carriers is to charge the 
regular l.c.l. rate with differing guarantees being exacted from the shipper 
as to carload minimums of weight or of revenue. This type of service 
benefits the consumers in small towns, the meat retailers, the packing 
firms, and the farmers. 

Chart II illustrates the use made of car route service by one large meat 
packer. 1 This company has 50 meat packing plants located in the live- 
stock-producing areas; 110 plants devoted to the preparation ofTnpitry, 
butter, and eggs; 375 branch houses in the principal cities of the United 
States; and 1,000 car routes which reach the smaller towns and country 
districts. It also has many branches and agencies abroad. 1 

Miscellaneous Transportation Services. — In addition to the trans- 
portation services mentioned above, there are certain terminal services 
and privileges performed at the point of shipment or at destination. 
The more important classes of this kind of service are (1) teiyninal switch- 

1 Yearbook 1929, Swift, & Company, p. 85. The motor truth, however, is now 
Mug used quite extensively to make store-door delivery of meat directly from t he 
paekiiig plant. Hus method of delivery apparently is practicable within a distance 
of 100 to 125 miles of the place of slaughter. Thu practice reduces the use of the 
refrigerator ear to the extent that the truck is substituted. 

1 Comt, J. £., Printer*’ Ink Weekly, p. 16, Aug. 1, 1985. 
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tag, (2) lighterage, (3) cartage and store-door delivery services, and (4). 
trap- or ferry-car service. The ferry car is a car which is placed upon 
the private siding of a shipper, where it is loaded with l.c.l. shipments, 
and then pulled to the local transfer station by the carrier so that the 
contents can be handled as circumstances demand. Competition among 
transportation agencies is tending to extend store-door delivery, which 
is the reverse of the trap-car service. The use of freight containers and 
of store-door delivery offers some economy in transportation through 


A Typical Car Route Service Arrangement 

Ch^pdgn _ 


■ Towns on Salesman A’s route 
O Towns on Salesman B's route 

Champaign and Urbana 

Service Three times a week 

Service Twice a week 

Service Once a week 



Schedule of Service 
Illinois Central Railroad 

Chaj np aign and Urbana Deliveries 


Savgy to Doran Deliveries 

Chicago & Eastern Illinois Railroad 

Steel ton to West Ridge Deliveries 

wSr* 

Bour bon t ^ Findlay Delivery 


Chart IX. 


reducing the time it takes to move the goods from the producer to the 
buyer and through reducing handling, packing, and possible demurrage 
cha rges. 

fKe 'Storage Function . — Goods have to be stored at every step through 
the marketing process. In an ideal marketing system there would be a 
continuous stream of goods flowing without delay or interruption along 
the route from the producer to the ultimate user. Storage, however, 
aids in the real situation by making adjustments between irregularities 
in production and in demand. 

The time, quantity, and quality of production of agricultural goods 
are affected by the seasonal element. Practically all of the late potatoes 
and apples of the country are harvested within a period of two months. 
The wheat, com, and cotton crops are harvested within a relatively short 
period of time. Butter, eggs, and poultry are produced in much larger 
quantities in the spring and summer than in the winter mon ths. In 
owj® that we may have these, products, and many others, during the 
i when they are not being harvested, it is necessary to store them. 
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Because Hie production or transportation of certain natural products, 
such as iron ore, petroleum, and coal, is affected by weather conditions, 
large supplies have to be transported during the open season and stored 
at the point of manufacture to be processed during the winter season. 
Some products have to be stored a period of time so they will properly 
cure or become fit for consumption. Examples of products that require 
this treatment are cheese, bananas, tobacco, certain grades of lemons, 
and beef. 

The character of the demand makes storage necessary for all types of 
merchandise. The manufacturer frequently wants a supply of raw* 
material on hand or ready to select from so that he will be assured of a 
sufficient supply of the proper quality to keep his plant in* operation. 
The consumer expects the retailer to have in stock the goods he desires 
at the time he wants them. The retailer looks to the wholesaler or the 
manufacturer to supply him promptly with merchandise when he orders 
it. The rapid growth of cities has made the storage function more 
important than in colonial days. The changed ways of living have 
intensified this importance. Improved methods of storing have aided 
in the extension of the service. 

Kinds of Storage. — There are two classes of storage, common and 
controlled. Common storage is the type that is in universal use. The 
farmer stores some of his produce on the farm — in the bam, granary, 
cellar, and smokehouse. The merchant stores his merchandise in his 
place of business and in his warehouse. Wheat and com are stored 
commercially in elevators; coal may be stored in huge open yards; 
petroleum, in large metal tanks; and a factory may store its raw materials 
and finished goods in open yards and in warehouses. The housewife 
stores small amounts of groceries, fruits, vegetables, and canned goods 
in the kitchen, pantry, and fruit room. Such commodities a s wh eat, 
com, cotton, hay, coal, and lumber require large volumes of storage 
space, yet the type of service rendered is simple and relatively low in cost. 

Controlled storage, on the other hand, is neither simple nor cheap. 
By controlled storage is meant an arrangement whereby the temperature 
and {tumidity of the products in storage can be kept at a desired point; 
e.g. f fruits, vegetables, and eggs, in northern latitudes during winter, 
must be kept from freezing. This may require heating. The greater 
amount of effort is expended, however, in keeping the heat out. Cold 
storage has been in use many years to prevent the rapid spoilage erf 
perishable articles. The markets for fruits, vegetables, fresh meats, 
oysten, and fish have been greatly extended through the development 
of cold-storage facilities. The refrigerator car, which furnishes cold 
storage in transit, was a remarkable development. Mec h a ni cal refrigera» 
tion made large-scale cold storage possible. Now eggs, poultry, and fresh 
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meats may be kept in a wholesome condition for indefinite periods of 
time. More recently, electrical refrigeration for the home, the perfection 
of “dry ice,’ 1 and the development of the quick freezing processes have 
favorably influenced the marketing of a number of perishables. It is 
now possible to ship fresh fish from the Atlantic seaboard to the Middle 
West and fresh fruits and vegetables from California and Mexico to 
Chicago and. New York. These improvements have made possible the 
storage of many commodities once classed as strictly perishable and at the 
same time have lengthened the storage period of others. 1 I 

The costs of storage have been reduced through specialization and 
large-scale operation. Retailers are reducing their storage activities as 
much as thhy can by buying in small quantities, keeping their stocks low,\ 
and increasing their turnover. Specialized independent warehouses, \ 
located at strategic points, perform on a large scale some of the important 
storage functions formerly assumed by the retailers, wholesalers, and 
manufacturers; being specialists, they give better services at lower 
cost than the small merchants and manufacturers could provide for 
themselves. 2 In addition to the strictly storage function these public 
warehouse organizations perform such important services as delivery, 
transportation, record keeping, repacking, and giving credit information.* 

The following statement indicates the growing importance of certain 
forms of storage and the reasons for this trend. 4 

The hand-to-mouth buying tendency and the resulting demands for quick 
delivery on the part of both retailers and wholesalers has made it necessary for 
the manufacturer to establish spot stocks at various strategic points. 

The trend toward different types of wholesalers, from large general whole- 
salers to smaller specialty jobbers, cash and carry jobbers, and wagon jobbers, 
is increasing the importance of the public merchandise warehouse in distribution. 
Mamffacturers must make spot stocks available in order to furnish quick and 
efficient service. 

In the distribution of commodities which, due to their nature, are not the 
®oit susceptible to public merchandise warehouse distribution, savings in trans- 
portation costs may more than offset the added cost of using this type of distribu- 
tive agency. « 

Storage of Poultry Products. — Statistics show that more than one-half 
of the total egg crop for the year is produced during the four months of 

* SaoitAW, H. E., American Produce Market *, Chap. XVII. 

1 There were, according to E. E. Ferebee, 1,162 public merchandise warehouses 
in 1028, with available storage space of 33,037,000 square feet. They received 
7,823,678 tons of merchandise, 76,6 per cent of which was stored to some extent. 

•PasDXHicx, J* H. f Increasing Your Sales through the Use of A. If.it. Pufettr 
Merchandise Warehouses , 

4 Pasw»i», E. E., Journal of BuEness of the University of Chicago. VoL VI* No. 4, 
pp. 818/., October, 1033. 
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March, April, May, and June, and that the total receipts of dressed 
poultry in the four principal markets of the country for the three months 
of November, December, and January almost equal the total receipts 
at these markets during the nine other months of the year. 1 Before 
the inception of cold storage, wide variation in market receipts resulted 
in successive glut and famine. Farmers suffered from the extremely 
low prices during the period of high production, while the consumers paid 
an extremely high price or did not use eggs during the several months of 



Cha&t III. — Cold-storage handling of case eggs, by months, 1927, and January to Septem- 
ber, 1928, and 5-year average, 1923-1927.* 

low production. The development of cold-storage facilities changed 
conditions. Buyers now bid against each other during the production 
season so as to get a supply of eggs and poultry to put in storage. They 
keep the prices from falling to the low levels formerly reached. These 
supplies are put on the market during the period of low production and 
thus keep prices from going as high as formerly. Cold storage in this 
way tends to stabilize prices to the advantage of both the producer and 
the consumer. 

During 1926, 10,000,000 cases of eggs, valued at almost $80,000,000, 
were stored. This amount was 13 per cent of the value of the entire egg 
crop. There were in addition 50,000,000 pounds of frozen eggs broken 
from the shell, valued at $1 1,500,000. 1 The value of stored poultry for 
the same year was equal to $44,000,000, or 8 per cent of the total value 
of the poultry raised. 

The peak of egg storage, as indicated in Chart III, is reached by the 
first of August; then withdrawals increase until January when the supply 

1 Ekduan, op. at. 

’“Cold-Storage of Eggs and Poultry,” U.S. Department of Agriculture, Ore. 73, 
p. 2, June, IMS. 
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is usually exhausted. 1 The peak of poultry storage is generally readied 
in February, while September usually finds the supply exhausted. 
More space is used in public warehouses for the storage of eggs than for 
any other one commodity, with the exception of apples. Frozen poultry 
ranks fourth.* 

The principal storage centers for eggs and poultry are located in the 
Middle Atlantic and East North Central states. • This location is 
determined by the large centers of population in these regions. It has 
been found more satisfactory from a marketing standpoint to store perish- 
able and semi-perishable products near the points of consumption rather 
than near the places of production. I 

The dbst of storing eggs varies according to conditions and type of 
warehouse. The representative cost per dozen for 30-cent eggs for a 
period of eight months is about 4.34 cents, distributed as follows: l 

\ 

Cents 


Warehouse charges per dozen 2.1 

Interest on investment at 6 per cent 1.2 

Interest at 15 cents per $100 0.04 

Estimated depreciation and loss 1.00 

Total cost at time of delivery 4.34 


Without counting the depreciation cost, the carrying charge amounts to 
3.2 cents per dozen, or 11 per cent of the original cost of the eggs. The 
storage costs on poultry in percentage terms are practically the same.* 

Quantity Determination . — The function having to do with the deter- 
mination of quantity, sometimes called rearrangement, comprises- two 
divisions. One division has to do with collecting, concentrating, and 
assembling goods in the desired quantities; the other has to do with the 
“UWBking of bulk” — dividing of the larger quantities into the smaller 
divisions .desired by the small-scale producer, the retailer, and the 
consumer. 

Many agricultural, natural, and manufactured products are produced 
by large numbers of small-scale producers scattered over a wide geo- 
graphical area. Some are produced in foreign countries. One phase 
of the quantity-determination function is to assemble these goods into 
such size quantities as to meet the needs of large-scale users; to provide 
an adequate variety in style, size, quality, and price range from which 
the prospective buyer may choose; and to furjiish economical 
units. There is a tremendous small-scale demand scattered throughout 

« Ibid., p. 8. 

* Ibid., p. 4. 

* Ibid., p. 47. 
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the country and, in many instances, throughout the world, for a large 
variety of goods. This act of supplying the appropriate quantities is 
designated dividing. The butcher divides the beef carcass into half- 
pound, pound, and other size units to meet the wishes of the housewife; 
the grocer weighs out 1, 5, or 10 pounds of sugar and various size units 
of fruits, vegetables, flour, butter, and so on. The wholesaler, for exam- 
ple, may buy in lajge lots, sometimes carloads, and sell to the retailer, 
perhaps in one- to five-case lots. The milk dealer collects milk by the 
truck load and sells it to the consumer by the half pint, pint, and quart. 
Throughout the business world we find the application of the quantity- 
determination function. Automobiles may be bought in train loads by 
the dealer and sold as single units to the consumer; gasoline, in tank-car 
lots and sold by the gallon; coal, by the boat load and sold by the ton. 
The same principle applies to clothing, drugs, hardware, furniture, and 
many other articles too numerous to mention. 

Quality Determination . — This classification comprises the two closely 
related activities of grading and standardizing. 

Grading is the process of dividing a quantity of the same kind of 
goods into uniform groups according to certain standards of quality, size, 
shape, color, texture, degree of cleanliness, acidity, or other significant 
characteristics. When a particular grade has been established and is 
commonly recognized and used, it is said to be standardized. The 
purpose of standardization is to give a grade the same meaning any time 
and any place it is used. 1 Thus the well-known established grades for 
cotton, wheat, and many other products denote the same qualities in the 
international markets. 

The Economic Value of Grades and Grading. — It is commonly recog- 
nized that nature does not produce objects of uniform qualities. Con- 
sumers and industries have a great variety of definite wants and needs 
to be satisfied. There is then a decided demand for some agency to select 

1 The Committee on Definitions of t he National Association of Teachers of Market- 
ing recommended the following definition: Standardisation involves (1) the deter- 
mination of basic limits or grades and (2) the establishment of model processes and 
methods tf producing, handling, and selling goods and services. These basic limits 
or grades determine the specifications to which manufactured goods must conform 
and the classes into which the products of agriculture and the extractive industries 
may be sorted. 

J. V. Coles describes standardization and its application as follows: Standardiza- 
tion may be described as the process of discovering and making available information 
concerning goods which will er^ble consumer-buyers to make intelligent comparisons 
end rational choices. This information may be quantitative or non-quantitative in 
character. It is made available to the buyer by describing goods through labels, 
advertising, and sales talk in terms of commonly understood words, phrases, symbols, 
and the like or through units of measurement, ratings, and grades, t\e., in terms of 
standards. 
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the sizes and qualities of goods wanted and to place them on the markets. 
Goods not wanted should not be produced. Since grading makes it 
possible to separate the products of nature and of agriculture into groups 
according to the needs of the different kinds of manufacturers, institu- 
tions, and consumers, the costs of transportation, storage, selling, buying, 
financing, and risk bearing may be materially reduced through its skillful 
use. To be more specific, a manufacturer of fine cotton cloth needs a 
certain quality of cotton fiber; if he can buy this raw material after it 
has been carefully graded by experts, he saves time and energy. Accu- 
rate grading makes it possible for the retailer catering to an exclusive 
clientele to' buy the quality desired by his trade. If the grading had! not 
been performed previously he would have to take, for instance, apples as 
they came from the trees in different sizes, shapes, colors, and perhaps 
different kinds. He then would have to take out the ones suited to nis 
trade and dispose as best he could of the others. The cost of rehandling 
and of reselling and the loss due to deterioration would greatly increase 
the costs of marketing. When grades become standardized, sales by 
sample and description are possible. The way is opened for the use of 
advertising. Grading facilitates long-range and future trading and makes 
possible the publishing of market-price quotations. It permits the 
combining of different lots of the same kind of product when they are of 
the same grade, thus making it possible to utilize to the fullest extent 
storage and transportation facilities. This is especially important in 
marketing the grains. 

Determining Specific Grades. — The determination of specific grades 
for any given product depends upon a number of factors. The most 
important factors seem to be the characteristics of the buyer and the 
nature of the use. Thus when the consumer buys for personal use, his 
i ndivi dual likes and dislikes as well as his utilitarian needs must be con- 
sidered. Grades must reflect his wishes with reference to color, size, 
texture, • degree of cleanliness, and the like. Two varieties of apples, 
peaches, or strawberries may have the same characteristics with reference 
to size, flavor, and other qualities with the exception of color. The 
housewife would be likely to discriminate against the one with the pale 
color in favor of the one with the rich “strawberry” hue. The manu- 
facturer, on the other hand, might not be so particular about appearance 
hut would be interested in size and chemical content. Low-grade, 
bruised, small, misshapen, and off-color apples and oranges may be sent 
to presses where the juices are extracted, whereas those of uniformly 
high quality may be stored or sold on the produce market. Large 
quantities of high-quality eggs, butter, and poultry are placed in storage 
during the spring, summer ^and autumn months, while the less desirable 
unite are disposed of immediately. 
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Lack of Uniform Terminology. — An effective grading system pre- 
supposes a nomenclature which is easily recognised and understood by 
the user. Much of the possible benefit from standardization and grading 
is unavailable to the consumer, owing to the use of misleading and con- 
fusing terms. A reported statement of a division of the Consumers 9 
Advisory Board furnishes some interesting illustrations of this situation. 

“U.S. No. 1 ” cfleese, which might be mistaken by consumers for top quality, 
actually rates third grade; “fancy ” apples are usually top grade; “fancy 91 brooms 
are second. The designation “standard" applies alike to third grade canned 
fruits and fifth grade dried fruits. A “No. 1" mirror is not the best grade of * 
mirror on the market, “ AA ” and “A” ranking above it. “ Al,” a term generally 
implying excellence, is given to the lowest grade of silverware. «For many 
important commodities, such as gasoline, specific descriptions of quality exist, 
but are not available to consumers. 1 

The Advisory Committee to the Administrator for Industrial Re- 
covery, in discussing the drafting of standards, grading, and labeling 
provisions for the canning code stated: 

In the absence of a more simple and logical scheme of quality nomenclature, 
your committee inclines to the belief that “Grade A,” “Grade B,” “Grade C,” 
etc., or “Grade 1," “Grade 2,” “Grade 3," etc., are terms best suited for informa- 
tion labeling purposes. We feel consumer needs will be met by the inclusion on 
canned food labels of the following information: 

(1) A concise, truthful statement of grade. (2) Such additional explanatory 
statements as style of pack, count of pieces, size of units, number of servings, 
as may be appropriate for the product. 

We believe it to be in the interest of both industry and the public to adopt the 
principle of quality standards and grade labeling, and to proceed with its applica- 
tion as rapidly as enforceable grades are promulgated. 1 

There are government grades for a number of products.* Aiaagdcan 
Cheddar Cheese, for example, is graded for flavor, body and texture, 
finish and appearance, and color. The different grades and their mean- 
ings are as follows: 

j Grade Score 

U.S. Fancy 92, 93, or 94 

U.S. No.l 89, 90, or 91 

U.S. No. 2 86, 87, or 89 

U.8. No. 3 83, 84, or 86 

These grades are stamped on the product when inspected and graded by 
government officials. * 

1 New York Journal of Commerce , Oct. 3, 1934. 

* Ibid. 

1 For example, butter, cream, cheese, meats, •live stock, grain, cotton, lumber, 
coal, fruits, canned goods, and others. 
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Canada enacted a law in 1918 which required that all cans of fruits 
and vegetables, whether domestic or imported, be carefully inspected and 
marked for grade of quality. There are four grades, viz., 

Fancy : As nearly perfect as possible, packed from sound, clean fruit or 
vegetables at perfect maturity and free from blemishes, of good colour and uni- 
form in size. The workmanship must be good and the liquid must be clear. 

Choice: Allows slight variation in size, colour, and maturity, but must be 
packed from fruits and vegetables which are sound, clean, and free from blemishes. 
, The liquid must be fairly clear. 

Standard: All fruit and vegetables must be of good quality and good maturity, 
although they need not be uniform in size or colour. The liquid must be fairly 
clear. • \ 

Second (of which practically none appears on the retail market): Must be 
packed from clean, sound fruit or vegetables, but absolutely lacks uniformity. 1 

\ 

Performance of the Function. — It is generally conceded that the func- 
tion of grading should be performed as near the point of production as 
possible. The quantity to be graded, however, should be large enough to 
permit economical operation. The candling and weighing of eggs, for 
example, cannot be economically performed by the farmer producing 
only a few dozen a week; neither can the local dealer, who buys only two 
or three cases a week, afford to buy the apparatus needed or take the time 
to perform this function. The man producing a small quantity of apples 
or oranges cannot afford to buy a sizing machine. Manufactured goods, 
on the other hand, produced under modern machine methods, do not have 
to be graded. The machine turns out a standardized product when given 
raw material of uniform quality. 

Products may be graded in the fields as gathered, at the packing sheds 
an d cen tral packing houses, at the shipping point, in the central markets, 
and at the factory where the products are used as raw materials. The 
character $i the product, the conditions under which it is produced, the 
degree of complexity of the grading process, and the facilities available 
for grading are determining factors as to where the function should be 
performed. The sooner the undesirable products are separated^ from 
those desired, the lower will be the costs of storage, transportation, 
financing, and spoilage. The following quotation from Professor Coles’s 
book 2 states in a very clear manner the social importance of adequate 
standards and gives illustrations of ill effects to the consumer resulting 
from questionable sales-promotional practice^ indulged in by some 
sellers* 

1 Domestic Commerce , May 10, 1936. 

2 Coles, Jxssra V,, SUmdardttation of Consumer*' Goods — An Aid to Consumer 
Buying. 
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In the field of consumers’ goods, standardization may be described as the 
process of making available in commonly understood terms such information 
concerning characteristics of goods as will permit their identification and compari- 
son in the market. Such identification and comparison make it possible for the 
consumer-buyer to secure the goods best suited to a particular use with a minimum 
expenditure of time, effort, and money. The common use of standards which 
aid the consumer-buyer has an important bearing on the production and purchase 
of consumers’ goods. It is of benefit to consumers and producers; to sellers as 
well as to buyers. 

The present-day producer not only devotes his energies to providing goods * 
from which consumers may select, but he expends considerable effort in telling 
them about these goods in an attempt to induce them to buy. This service 
is necessary in order that consumers may know what goods are av&ilable and 
where to obtain them. On the other hand, efforts of producers to guide demand 
to their particular goods have led to activities which confuse consumers and 
make buying difficult. The producers’ desire for profits leads them to resort to 
practices which may be actually fraudulent. And for the most part, consumers 
do not know that they are being deceived. Modern technique of production 
is such that consumers are unable to distinguish differences in goods. 

Irrelevant statements are made concerning goods, such as those featuring the 
fact that “Carnation” milk comes from contented cows, and that “Ivory” soap 
floats. By implication and suggestion consumers may be led to infer the presence 
of characteristics which are merely fictitious. Trade names may be misleading. 
“Beanhole” beans are not prepared in beanholes. “Nu-grape” beverage is 
not made from grapes. “Belgen” sheets are not made in Belgium or of linen. 
Of 100 textile trade terms submitted to 600 women buyers in all parts of the 
country, 38 were found to be misleading, 23 confusing, and 5 “more or less” 
misleading. 

Philippine mahogany is not genuine mahogany. Hudson seal is made from 
muskrat skins. Silk may be weighted two or three times its original weight with 
metallic substances. 

Unfortunately, however, the information provided concerning specificnoharac- 
teristics of goods in many cases lacks exactness and definiteness; therefore it is 
of negligible value to the buyer. This lack of exactness is in partMue to the 
scarcity of accurate and commonly understood terms by means of which informa- 
tion may be expressed. The producer sometimes does not wish to supply such 
inforxxfiktion or is not able to do so because he does not know the exact facts 
concerning his goods. Especially is the latter true of retailers, although the 
practice of buying goods according to specifications and the use of testing labora- 
tories provide means by which they are able to know more of the essential facts 
concerning goods than formerly. 

It is recognised, of bourse, that all products cannot be top grade, 
yet there may be a market for all that are produced. The purpose of 
grades is to designate the quality standards of the goods offered for sale. 
The label on canned goods should indicated the consumer in a definite 
and easily understood manner the quality and quantity of the contents. 
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It k equally true that even a good system of grading and labeling cannot 
relieve the buyer of his own responsibility to use common sense and 
ordinary judgment in making his selections. He should not hesitate too 
much to put forth the effort necessary to prepare himself to perform 
his domestic or business buying duties. 

Facilitating Functions. — The financing and risk-bearing functions 
facilitate the performance of the marketing process. »The buying and 
selling of goods under present-day conditions require the use of large 
, quantities of money and credit. The provision of financing services to 
facilitate the marketing transaction is an important business activiijy. 
Modern living and buying habits of individuals, production methods bf 
factories, farms, mines, and institutions, and general political, economic, 
and social forces, as well as the forces of nature generate and transmit V 
large number of risks that greatly affect marketing organization, policies^ 
and practices. The administration of the marketing process is greatly 
facilitated through an effective control of these risks . 1 Whether we class 
these two services as marketing functions or as independent business 
activities which facilitate the performance of the marketing process does 
not seem, to the writer, to be of particular significance. The important 
fact for the student of marketing to understand is that a very close rela- 
tionship exists between the effective buying and selling of goods and the 
satisfactory performance of these two services. 

The Financing Function . — Modern methods of production and market- 
ing consume a considerable amount of time from the beginning of the 
production process until the finished product reaches the user. Generally 
speaking, the consumer, from whom the payment for the product is 
received, will not advance the money for the payment of the article until 
it is delivered. Provision for supplying the funds necessary to market 
the<ga»d must be made. The service of providing the credit and money 
needed to pay the costs of getting merchandise into the hands of the 
final user & commonly referred to as the financing function of marketing. 
There was little need for this service in a simple economic society, such 
as tiie English manor or an early American frontier settlement. Today, 
with our roundabout methods of production and extensive market 
areas, some one has to finance the transaction until the buyer pays for 
the product he purchases. The farmer, the manufacturer, and other 
producers and the various types of middlemen must pay rent, insurance, 
and transportation costs, buy equipment, and make other expenditures 
before receiving payment for their goods and services. Some merchan- 
dise is produced during only a few months of the year but may be used 
more or less continually throughout the year. The excess production 

1 The reader will immediately recognize the fact that risk bearing and financing am 
just as important in the production process as they are in the marketing transaction* 
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must be stored and put on the market as the buyers make their pur- 
chases. This storage must be financed. The farmer who sells eggs in 
the spring to some shipper does not want to wait for his money until 
January when the eggs may be taken from cold storage and sold to the 
consumer. Again, a consumer or an industry may need certain products 
now but may not have the money to pay for them at the present time. 
The man who buys a home, the farmer who*buys a farm, and the indus- 
trialist who buys equipment for his factory usually make payments 
on these purchases throughout a number of years. If there were no 
means for financing these types of purchases by some form of long-term * 
credit, sales would be greatly restricted. It is evident that there is a 
genuine need for the financing service. * 

There are many different sources of finance. The more familiar ones 
are the commercial banks, commercial paper houses, loan companies, 
finance companies, individual persons and firms, and, since 1933, the 
Federal Treasury on a large scale, through the Farm Credit Administra- 
tion, the Home Owners’ Loan Corporation, and several other agencies. 
The financial service may be given to the producer, to the merchant, or 
to the buyer. The specific financial needs will depend, in any given 
case, upon the character of the product, the characteristics of the buyer, 
the relative locations of the producer and of the buyer, amount and 
quality of marketing services necessary to get the product from the 
producer to the user, and the nature of the marketing organization 
established to perform the various functions. 

To supply the financial needs, some one must save, t.e., abstain from 
spending and consuming. Since it seems to be a common human charac- 
teristic to consume in the present, the people who do abstain from 
immediate consumption expect some remuneration for the sacrifice. 
This remuneration is commonly called interest ; it adds to the cost of 
marketing, which in turn is reflected in the price of the commodity. 
Thus the consumer or final buyer pays the cost of financing the marketing 
transaction. He is willing to pay this expense, however, because of 
the service received. 1 

Market Risks . — The ownership of property carries with it certain 
risks. Since marketing has to do with the transfer of ownership, it is 
obvious that risk and risk bearing are involved. Risk is the result of 
uncertainty — uncertainty as to what may happen or when, where, or by 
what agency it may transpire. Changes in consumers 1 tastes are the 
sources of many market risks. A manufacturer may produce a large 
quantity of shoes of a certain color and style which are much in demand 
when he develops his production schedule. By the time these goods 

1 A discussion of the policies and practices afecting market finance is given in 
Chap, XVI. 



114 


THE NATURE OF MARKETING 


*# 


are set before the ultimate consumer his desire may have switched to 
some other fashion so that it is impossible for the producer to dispose 
of the shoes except at a great loss. The retailer has a similar risk to meet. 
If he fails accurately to anticipate the changing desires of his clientele, 
he “runs the risk” of great financial loss. 

Changes in prices frequently occur at unexpected times, thus emming 
severe losses to owners of goods purchased for resale. .The period 1929- 
1933 furnishes scores of illustrations of this situation. Decreases 
in the price of raw materials frequently cause loss to manufacturers who 
’ find it necessary to reduce the price of the finished article below ithe 
cost of production. A new product, the result of an improved process or 
recent invention, may put competing products in the obsolete «l»»n 
Perishable goods are likely to deteriorate and spoil while on their why 
to the ultimate user. There are risks from possible theft, bad debts, 
loss of purchasing power on the part of the buyers, due to business 
depressions, poor crops, and other causes. Other risks arise from such 
causes as storms, earthquakes, weather changes, fire, wars, and strikes; 
and from insects and diseases that attack farm animals, fruits, and crops. 

There are various possible methods of dealing with marketing risks. 
Certain risks may be eliminated, some may be transferred, while others 
may be mitigated by different means. The development of cold storage, 
for instance, has practically eliminated the risk of spoilage — within 
reasonable limits — of many perishables. Insurance companies, for a fee, 
assume certain types of risk under definitely specified conditions. Thus 
the producer and merchant may transfer to a specialist the function of 
risk bearing with reference to such possibilities as loss from fire, storm, 
floods, and theft. It is obvious in these instances that the risks have 
not been eliminated although they may be reduced. Insurance com- 
panies, by assuming risks on a large scale, are able to spread the losses 
among a large number of policy holders and consequently to perform 
the function at less cost than the individual producer or merchant. 
Producers, merchants, and manufacturers are able, through hed ging 
on an organized produce exchange, such as the Chicago Board of Trade, 
to transfer a portion of the risks of changes in the prices of Certain 
products to specialized traders. These speculators have unusually good 
facilities for securing market information; they have the skill, secured 
through experience, needed to interpret the information, and the 
resources to deal in future contracts. As a result, risks of loss from price 
changes are probably lessened as well as transferred. The rapid growth 
of business and market research; the great improvements in met h od s of 
transportation and communication which make possible the more 
effective gathering and dissemination of market news; and the wide- 
spread utilization of the discoveries and inventions of the sci en ce s, all 
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have tended to reduce many market risks. The careful attention given 
to the character and trend of the wants and desires of the consumer with 
reference to the changes in fashion has reduced the losses from this 
source.* 

Miscellaneous Activities. — Some students of marketing list a much 
larger number of so-called marketing functions, including such business 
activities as recording, record keeping, accounting, establishing contact 
with possible buyer or seller, negotiating the terms of sale or purchase, 
distribution, dispersing, dividing, assembling, processing, packaging, and 
packing. While all of these activities may be performed in executing the ' 
marketing transaction, the present writer believes that many of these 
activities, e.g., record keeping, recording, and accounting, are managerial 
activities employed in the control of the business and should not be 
classed as marketing functions. Establishing contacts and negotiating 
terms appear to be parts of the buying and selling functions rather than 
separate and distinct functions. It would be difficult indeed to perform 
either the buying or selling function without establishing contact and 
carrying on negotiations with reference to the terms of sale. Distribu- 
tion, apparently, is another name for either transportation or marketing. 
Dividing and assembly are the two component parts of the quantity- 
determination function as we have defined it. 1 

Some writers list processing as a marketing function. Fruits and 
vegetables are put through a process when they are canned; live stock 
are processed when they are slaughtered and the meat products put on 
the market. To the author, this so-called function is in reality a produc- 
tion or manufacturing activity rather than a part of the marketing 
process. The primary purpose, undoubtedly, is to give form utility; the 
case is not different in principle from the production of innumerable other 
manufactured articles. 

*» -V - 

Packaging, while an important marketing activity, may logically be 
classed as a subdivision under the major heading selling. Thwservice is 
performed for the convenience of the buyer with the hope that he will 
purchase a particular product, grade, or brand. It is primarily a Bales- 
promotional effort and is a result, largely, of the competitive situation. 

The buying and selling functions are necessarily performed in each 
marketing tr ansa ction. What particular function or functions of those 
r emainin g that need to be performed in any given instance is determined 
by such factors as the characteristics of the product, the location of the 
producer, the method of*production, the characteristics of the demand* 
competition, and the policies of the management. 

* A toon extended discussion of marketing risksea given in Chap. XVII. 

* See also B. F. Breyer, Marketing Institutions, Chap. I. 



11 ® 


THE NATURE OF MARKETING 


S ummar y. — The activities required to perform the marketing process 
may be grouped under eight major classifications designated as marketing 
services or functions. The eight functions are buying, selling, transport- 
ing, storing, grading, quantity determining, financing, and risk bearing. 
These classes logically fall into three groups under the descriptive 
headings sales-purchase functions, which comprise the buying and selling 
activities; adjustment functions, which comprise the storing, transport- 
ing, grading, and quantity-determining services; and the facilitating 
functions, which comprise the financing and risk-bearing services. The 
* existence of such services suggests the necessity for some organization, 
agency, or agencies to perform them. The presence of functions, in 
other wofds, indicates the existence of some operating structure. Tqe 
three chapters immediately following discuss the elements of the moderh 
marketing structure. 
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Questions for Discussion 


1. Explain what is meant by the terms marketing process, concentration, dis- 
persion, sales-purchase function , adjustment function, facilitating function. * 

2. How do the buying problems of the ultimate consumer differ from those of 
the industrialist? The merchant? 

3. What activities does the selling function comprise? What part does this 

function perform in the transferring of title? 

4. There arise four types of maladjustments which require correction by 
some part of the marketing mechanism.” What are the maladjustments and what 
marketing functions correct them? 




... Tbe “} ation between transportation and marketing u very 
Its* relationship. What services are performed by transportation? 

use S fSL"? ^ ‘*T md8 . U fr ,n transportation influenced by (a) the increased 
«»e of national advertising, (fc) emphasis on a more rapid turnover of st oc k, (e) 
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emphasis on a desire tor variety of goods, <d) emphasis on up-to-the-minute styles, 
(<) demand for special services? 

7. “ Actual and relative rates play an important part in the location of marketing 
agencies.” Show by concrete examples how this works out in practice. 

8. “There are many special features of freight service which have particular 
effects on the market structure.” What are they? 

9. “Other things being equal, the seller who has the lowest transportation costs 
on the materials, equipment, and supplies which he uses and on the shipment of his 
product to market can sell at the lowest price, makes the greatest net pfofit, and, if 
his supply is great enough, may even control the market.” Explain fully the meaning 
of this quotation by giving concrete examples. 

10. What is the effect of an increase in freight rates upon the position of the 
jobber? The manufacturer selling direct? 

11. Why is it that the railway rate on particular articles often has little»effect on 
the retail price of goods? Give illustrations. 

12. What are the (a) advantages, (b) disadvantages of (1) freight containers, 
(2) store-door delivery to the shipper, the buyer, the railroad? 

13. How does that part of the transportation cost paid for railroad freight compare 
with the amount paid for transportation by other agencies? 

14. If goods are shipped via rail to New York to be sold, and while enroute the 

destination is changed to Philadelphia, the change in destination is known as 

__ What is the name of the charge made by transportation companies for 
railroad cars left longer than the allotted time? 

15. “One of the principal marketing functions is that relating to the storage of 
commodities. ” What are the chief reasons why storage is needed ? Give illustrations. 

16. “Conditions under which goods are stored are of three general types.” What 
are the three types and the corresponding kinds of storage? 

17. “In order to comprehend the problems of the storage of goods over compara- 
tively long intervals an analysis of the services rendered by warehousing agencies is 
pertinent. These services involve (a) preservation of the goods, (b) assumption of 
liability, (c) inspection and grading, (d) labeling, packing, and packaging, (e) condi- 
tioning of the product, (/) financing depositors, ( 0 ) distribution service, (h) trucking, 
(») miscellaneous services.” Indicate, briefly, what services are implied by (b), (c), 

(«)* (/)> and <0). 

18. “Probably the most important influence of storage is exerted on igices.” 
Show just how storage affects price. 

19. “It would be futile to ignore the fact that, with all these positive contributions 
to the economic system, storage has given opportunity for certain abuses.” What 
are the chief abuses? How may they be prevented or eliminated? 

90. What factors should be considered in determining (a) when to store; (b) 
where to store; and (c) who should perform the function? 

21. What is the relation between grading and slandardsf Cite illustrations. 
“The basis for grading seldom reflects the convenience of either the producer or the 
seller.” What determines the basis? m 

92. What is the difference between grade labeling and descriptive labeling? 
What groups favor each, and why? 

23. “In studying the function of financing and risking, the marketing process 
may be divided into three periods: (a) the period prior to the products entering the 
regular channels of trade; (b) the period during which the products are in the hands 
of professional tradesmen; and (c) the period after the products emerge from trade 
channels.** What me the chief classes of risk incurrtM during the marketing process? 
How may they be met? 
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24. “Market risk is due primarily to fluctuations in prices." Illustrate. “In 
most market transactions the risk involved is due to the passage of time." Slow 
how the time factor affects risk. 

25. How may market risks be prevented, eliminated, shifted, minimised? Cite 
specific instances. 

26. Enumerate the marketing functions .performed by (a) The Great Atlantic & 
Pacific Tea Company, (5) a local drug store, (c) Armour & Company, (d) a local motion 
picture theater. 
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THE MARKETING PROCESS 




CHAPTER V 


THE ELEMENTS OF OUR MARKETING ORGANIZATION- 
WHOLESALE MIDDLEMEN 

Purpose of this chapter: To examine the structure designed to perform the ' 
major marketing functions; to analyze the nature of the services performed 
by the functionaries in the field of wholesale marketing; and to stugy their 
characteristics and methods of operation. 

What are the elements of our marketing organization? What are the 
significant features of the structure that has evolved to perform the 
marketing functions and related services? While society was organized 
on a simple basis the producer and consumer dealt directly with each 
other; generally speaking, no so-called middlemen were required. As 
society became more complex, as specialization and division of labor 
became more highly developed, as producers began to collect raw mate- 
rials from scattered districts and to sell their products throughout wide 
areas, and in small lots, marketing intermediaries of various kinds 
appeared between the producers and the consumers. These specialized 
agencies took over the performance of some of the functions previously 
carried out by the producers and the users and, in many instances, added 
other services found necessary due to the changing conditions that vitally 
affected production, communication, and consumption. The growing 
concentration of people in cities, the changing standards of living, and the 
increasing purchasing power of the family have created a need for some 
commercial organization comprising individuals, groups of individuals, 
and firms to perform more effectively the services of buying, selling, 
storing, grading, collecting, dividing, transporting, financing, and risk 
bearing. The majority of producers find it more economical to devote 
their ifiajor effort to production problems and to delegate the task of 
selling the merchandise to the agencies specializing in performing the 
marketing functions. The ultimate consumer likewise finds it more 
economical and convenient to patronize the retailer rather than to 
attempt to satisfy his wants by contacting the original producer and 
buying from him. A considerable volume of goods, it is true, is sold 
directly by the producer to the user, but this method has definite limita- 
tions as is shown later. When production is on a small scale, by a large 
number of producers scattered over a wide $£ea; and when the goods are 
in universal demand, bought frequently and continuously in small 
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quantities at a low unit price, the marketing intermediaries have, gener- 
ally speaking, a strong economic position based on the effective services 
they render to both producers and users. The explanation and the 
justification for the emergence, development, and continued existence of 
any given marketing functionary are, then, its ability to perform some 
service or group of services more effectively and satisfactorily than can 
the producer, the consumer, or some existing agency. 1 . 

Component Parts of the Marketing Structure. — One or more of the 
marketing functions may be performed by the producer, the buyer, or the 
intermediary marketing functionaries. The farmer, for example, may 
individually or through his cooperative association perform all the 
services necessary to sell his goods to the ultimate user. A comparatively 
small amount of farm products, however, is so marketed. A producer 6f 
natural products, e.g ., a petroleum or a coal company, may perforn^ 
all the services necessary to place his goods in possession of the ultimate 
user. Here again we find a relatively small amount so handled. A wide 
variety of manufactured goods is sold directly to the ultimate user by the 
producer; the major portion, however, passes through the hands of one 
or more intermediaries. By far the greater proportion of service, 
on the other hand, is sold direct by the producer without the use of 
middlemen. 

We shall confine our discussion in this and the following chapter 
to a consideration of the marketing functionaries that operate between the 
producer and the user. 2 Our analysis and discussion may be somewhat 
simplified by classifying all the establishments operating in this sphere 
under two major headings, viz ., wholesale marketing functionaries, and 
retail marketing functionaries. The wholesale group comprises whole- 
sale merchants, merchandise warehouses, agents of various kinds, and 
organized exchanges; the retail group comprises the various kinds of 
retail merchants, catalogue mail-order houses and other direct selling 
organizations, restaurants and eating places, and many establishments 
selling services. 

The wholesale group typically buys in large quantities and sells in 
smaller lots, collects large quantities of like kind, and, in soirife lines, 
assembles a wide variety of qualities, sizes, styles, and colors. The firms 
in this group, in addition to buying and selling either on their own account 

1 This statement assumes a relatively long interval of time. There will be found 
at any given instance agencies that have outlived their usefulness, and new ones that 
will never secure a profitable position. Each of these groups will eventually pass out 
of existence. Their passing may be retarded because of legal protection, subsidies, 
and credit extended to them from outside sources. 

1 Those business firms, sometimes called functional middlemen , that specialise 
in providing certain services necessary to complete the marketing process are not 
included, e.g., railroad and trucking firms, banks, and insurance companies. 
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or for others, may perform one or more of the other marketing functions . 1 
The members of the wholesale group typically sell to retailers and to 
industrial users, but they may also sell to other wholesale middlemen and 
even to the ultimate consumer. 

The retail group typically buys from members of the wholesale 
group, in moderate-sized quantities, and resells to the ultimate consumer. 
There are numerqjns instances, however, in which the retailer buys direct 
from the producer, and he may sell to wholesalers, producers, and other 
retailers. 

The Economic Position of the Wholesale Functionaries. — The present ^ 
and future existence of the wholesaler depends upon the effectiveness 
with which he performs certain services for the manufacturer and the 
producer, on the one side, and for the retailer, on the other. 

The wholesaler is a specialist in marketing . 2 He is in constant con- 
tact with hundreds of sources of supply and of demand for goods. He is 
in a position to know what the retailers want, when they want it, and why. 
The manufacturer who distributes through the wholesale merchant can 
sell in large lots; frequently he ships a carload or more at a time to a single 
wholesaler. This reduces transportation and packing expense. The 
wholesaler then “ breaks bulk ” and usually divides and repacks in smaller 
lots to meet the needs of the retailer. Since the wholesaler buys in large 
quantities he also assists the manufacturer by supplying storage space 
nearer the points of final sale. Some wholesalers buy for future delivery 
and may even advance funds to the manufacturer or producer at the 
beginning of the producing season. In this way they become important 
factors in financing the producer. When a manufacturer sells direct to 
retailers he has to investigate the credit rating of a host of small dealers, 
keep thousands of small accounts, and run the risk of substantial losses 
through poor collections. The agency group in the wholesale field 
performs an economic service by acting as a representative for the buyer 
or the seller or both, who may be producers, merchants, or large-scale 
users. The use of the agent tends to save time and to reduce over- 
head costs in marketing. The wholesale middlemen, evidently, per- 
form important economic services in the marketing of many kinds of 
goods. 


1 There are many wholesale establishments that engage in what the Census of 
Wholesale Distribution designated multiple-type wholesaling. According to the 
estimates, 2.7 per cent of the wholesale establishments surveyed in 1929 engaged in 
two or more separate and distinct types of wholesaling. The sales volume of this 
group was 6.6 per cent of the total wholesale business. Cf. T. N. Beckman, 
U,S. Department of Commerce, Wholesale Distribution Series , W-251. 

i The Definitions Committee of the National Association of Marketing Teachers 
suggested, tentatively, the following definition d wholesaling: “The process of 
marketing goods to others than the ultimate consumer. 1 * 
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The manufacturer who produces on a large scale, is strong financially, 
and has a product that sells for a relatively high price and is capable of 
identification may find it desirable, under some conditions, to sell direct 
to the retailer or even to the ultimate consumer or user. When this is 
done tfce manufacturer must, through his own organization, perform 
the services normally furnished by the wholesaler. 

The Volume of Wholesale Trade . — The Census of Distribution reported 
wholesale business of almost $69,000,000,000 for 1929. 1 The volume for 
1933, reported by the Census of American Business, was 53.6 per cent 
*less, or an amount equal to $32,030,504,000. Although there wais a 
drastic decline in the volume of sales due to the depression (see Table 17), 
there was a very small decline in the number of establishments, i.e.\ a 
decrease of only 5,553, or 3.3 per cent. It is interesting to note, however, 
that a drastic decline occurred in the number of agents, brokers, assem- 
blers, and country buyers, while the number of wholesale merchants and 
bulk tank stations increased materially. While the number of whole- 

Tablb 17. — Volume op Business op Wholesale Functionaries in the United 

States 1 


Number of establishments 


Net ealee 



1929 

1933 

Per cent 
change 

1929 

1933 

Per cent 
change 

Total 

169,664 

164,101 

- 3.3 

$68,950,108,000 

$32,030,604,000! 

-53.6 

Wholesale® proper 

79,784 

82.844| 

4- 3.8 

29,288.220.000 

12.959.914.000l 

-55.8 

Manufacturers’ sales branches! 

17.086! 

16.842 

- 1.4 

16,335,917,000 

7,496,226,000 

-64.1 

Bulk tank stations 

19,611 

26,176 

-f 33.6 

2,390,213,000 

1,884,644,000 

-21 2 

Chain-store warehouses 

669 

462; 

-17.4 

1,929.681.0001 

! 1.431,663.000| 

| -25.8 

Assemblers and country 


i 





buyers# 

34. 226 1 

23,961 

-30.0 

4,749,382.000 

1.766, 903.000j 

-63.0 

Agents and brokers 

18.388j 

13,816 

-24.9 

14,266,695,0001 

6,601,264,000j 

-54.4 


1 Final TJ.S. Summary, Centue of American Business , 1934. 


salere proper increased, they lost in both absolute and relative sales 
volume (see Chart IV, page 126). In 1929 they accounted for 42.5 per 
cent of the total wholesale volume, but in 1933 they accounted for only 
40.5 per cent of the total. Chain-store warehouses did 2.8 per cent of the 
business in 1929 but increased their share to 4.5 per cent in 1933. Balk 
tank stations increased their percentage from 3.4 to 5.9 per cent. There 
was not on the whole, however, a very great change in the relative poei- 

1 Hum figures do not include sales of more than $11,000,000,000 made direct to 
■ retail i‘i« and mote than $16,000^000,000 of sales made by manufacturers direct to 
industrial buyers. 
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tions of the various groups; bulk tank stations moved up one step, 
p ush i ng assemblers and country buyers down one. 1 


. 1929 

$ 63 , 950 , 108,000 


NET SALES 


. 1955 

$ 32 , 030 , 504,000 



1929 

1955 



Chabt IV. — Wholesale trade, by type of establishment.* 


The value of groceries and foods (except farm products), amounting 
to approximately $7,526,000,000 or 23.5 per cent of the total wholesale 
business, was the largest item reported in 1933. The second largest, in 
dollar value, was farm products used as raw materials. The amount was 


1 The Census officials for the 1933 survey offer the following statement concerning 
the comparability of the two censuses. 

While comparisons with 1929 are extremely useful and significant, the fwo cen- 
suses are not exactly alike, owing largely to differences in the canvass, coverage, and 
classification. For example, cream stations are included in the figures for 1933 but 
were not included to any large extent in 1929. On the other hand, establishments 
with annual sales under $1,000, or under $500 in the case of assemblers and country 
buyers, %.re not included in the 1933 figures but were included in 1929. These differ- 
ence naturally affect the number of establishments but do not have much influence 
on the volume of business. 

Owing to lack of commodity information for 1933 the classifications of establish- 
ments by kind of business may not have been as accurate as in 1929, thus causing 
somewhat of a shift in classifications. Furthermore, additional classifications were 
created for 1933 to cover wtylesale distributors of beer, wine, and spirituous liquors. 
A. certain latitude must also be allowed for variations as between kind of business 
c l assi fic ations which may have been caused by lack of uniformity in terminology 
throughout the country. 

* Bureau of the Census, U.8. Department of Commerce. Census of American 
Business, Final TJ.8. Summary o! Wholesale Trade, 1933, Published November, 193$. 
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approximately $3,850,000,000, or 12 per cent of the^lotal. The third 
in value was farm products used as consumer goods, totaling $3,161,- 
675,000, or 9.9 per cent of the total. Petroleum and itB products were 
next in rank with a value of almost $2,290,000,000, or 7.2 per cent of the 
total. Dry goods was fifth from the top with sales of $2,242,392,000, or 
7 per cent of the total. 

The wholesale trade paid out in the form of salaries, wages, and com- 
missions $1,645,539,000 in 1933 to 1,058,767 men and women. These 
figures do not include the sums withdrawn by proprietors and firm 
members. i 

The 1929 Census reported the volume of wholesalers’ business\ at 
approximately $20,000,000,000 more than the volume of retail sales for 
the hmtib year; the 1933 Census reported the wholesale volume at approxi- 
mately $5,000,000,000 more than the retail volume. Why is this? One 
might naturally think that the retail volume would be higher than the 
wholesale volume owing to the fact that the retail price for an article of 
merchandise is considerably higher than its wholesale price. There are 
several explanations for the higher wholesale value. Among the more 
important are: (1) Many goods sold at wholesale go directly to industrial, 
institutional, and other users and never pass through the retailers’ hands. 
It has been estimated, for instance, that almost 45 per cent of manu- 
factured goods goes direct to industry. (2) The wholesale volume includes 
the sales of brokers, commission men, and other agents as well as whole- 
sale merchants. The sale of a product therefore may be counted several 
times, thus inflating the final figure. A carload of fruit, for example, 
might be reported by a country buyer, a wholesale receiver, an auction 
house, and a fruit jobber, thereby being counted four times. 

Geographical Distribution of Wholesale Trade . — The distribution of 
population, wholesale and retail trade, for 1929 and 1933 and the sales 
of service and amusement establishments for 1933, by the nine geographi- 
cal regions, are shown on Map 3. Our attention for the present is con- 
fined to the wholesale situation. Approximately 50 per cent of the 1933 
wholesale volume is reported by firms located in the four states of New 
York, Illinois, California, and Pennsylvania. Another group t>f four 
states — Ohio, Massachusetts, Missouri, and Texas — adds 17.75 per cent 
more. Thus these eight states account for approximately two-thirds 
erf the total wholesale trade of the United States. The State of New 
York secures one dollar out of every four spent in the wholesale trade — or 
almost $8,000,000,000 in 1933. , 

The greatest decreases in wholesale business during the period 
1929-1933 occurred among the wholesale functionaries operating in 
the states depending primarily on the wheat, cotton, and automobile 
industries. 














THE MARKETING PROCESS 


2$8 

Classification of Wholesale Functionaries. — Wholesale distributors 
may be on the basis of ownership of goods into (1) merchants 

and (2) all others who do not take title. Classified on the basis of 
control we find independent, chain-store, branch-house, and cooperative 
wholesale establishments; on the basis of the number of functions performed 
there are full-service and limited-service merchants and the more or less 
specialized agency group; on the basis of territory t covered there are 
domestic and foreign; and national, sectional, and local wholesalers. 

Census of American Business Classifications. — The 1933 Census of 
• American Business divides the wholesale establishments into six major 
groups, viz., “wholesalers proper, manufacturers’ sales branches, chain 
store warehouses, bulk tank stations, assemblers and country buyers, 
and agents and brokers.” 1 Wholesalers proper are the more or less 
regular wholesalers who take title to the merchandise; i.e., they are 
wholesale merchants. They are largely independent in ownership and 
may operate either in domestic or in foreign trade. The group designated 
manufacturers' sales branches comprises units that are merely parts of the 
manufacturer’s sales organization used in marketing his output. Some 
manufacturers do some regular wholesaling when they buy goods from 
other producers in order to supplement their own line of goods. Chain- 
store warehouses are part of the marketing organization of chain-store 
systems. These warehouses are maintained to supply merchandise and 
services to the retail units of the system. They perform such services 
as “breaking bulk,” delivering, and billing the merchandise. This 
classification includes wholesale commissaries, prepared-food depots, 
and distribution centers for bakery chains. Bulk tank stations perform 
wholesale functions in the marketing of gasoline, oil, and other petroleum 
products. Some are independent, buy in large quantities from the 
producers, and sell in smaller quantities to retail outlets. These are 
wholesale merchants. Others are merely part of the marketing organiza- 
tion of the producer who uses them to service his own retail outlets; 
in many instances they sell to independent wholesalers and retailers as 
well. Assemblers and country buyers collect such farm products as 
grain, cotton, tobacco, and other farm produce. This classification 
indudes cooperative marketing associations, packers and shippers, 
cream stations, and elevators — cooperative, independent, and line. 
The agenUand broker group comprises such organizations as auction com- 
panies, brokers, commission merchants, export and import agents, 
manufacturers’ agents, selling agents, and other agents. 

The Census classification, in the opinion of this writer, is perhaps- 
satisfactory for census purposes, but it fails to provide a satisfactory 
analysis of the wholesale marketing structure. Confusion results because 

1 Of. Table 17 (p. 124). 
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no consistent basis of classification is followed. Thus the group whole- 
salers proper is based on ownership of merchandise handled. Manu- 
facturers' sales branches and chain-store warehouses are based on 
ownership of the wholesaling enterprise. These groups obviously per- 
form wholesaling functions; they are, nevertheless, merely divisions of 
the sales organization of the manufacturer and the chain-store system. 
The bulk tank stallion group results from a classification based on the kind 
of product sold, or, to be more accurate, on the kind of storage container 
used. Here we find the regular independent wholesale merchant who 
takes title, buys in large quantities, breaks bulk, sells and delivers to 
independent retailers, to industrial users, and, in the case of fuel oil, 
direct to the consumer; and sales branches of manufacturers, which service 
their own retail outlets and sell direct to industrial users and to the 
ultimate consumer. These producer-owned wholesale branches usually 
sell to independent retailers and wholesalers as well as to the company- 
owned outlets. The classification assemblers and country buyers rests 
upon still another basis, i.e., the dominating marketing function and the 
place of its performance. The individuals and firms performing these 
services may be country retail merchants, independent buyers, or agents 
representing a manufacturer, wholesaler, packer, or other principal. 
The last group, agents and brokers, is classified on the basis of the rela- 
tionship of the functionaries to the ownership of the goods. The mem- 
bers of this class do not take title to the goods; they merely act in behalf 
of the buyer, the seller, or both. 

A Suggested Classification of Wholesale Functionaries . — A classification 
that is logical and at the same time useful for analytical purposes is here 
suggested. The student should recall that we are discussing the struc- 
ture of our marketing organization. Consequently, our emphasis is on 
the functionary that performs the service rather than on the service 
itself. 


FUNCTIONARIES IN WHOLESALE DISTRIBUTION 

I. Independent functionaries: 

1. Merchants. 

a. Service wholesale merchants. 

(1) Wholesale merchants. 

(2) Exporters. 

(3) Importers. 

(4) Independent bulk tank stations. 

(5) Supply andtnachinery distributors. 

b. limited line service merchants. 

(1) Cash-and-carry wholesalers. 

(2) Drop shippers or desk jobbers. 

(3) Mail-order wholesalers. ® # 

(4) Wagon wholesalers. 
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c. Country buyers and assemblers. 

(1) Independent milk and cream stations. 

(2) Independent elevators. 

(3) Independent packers and shippers. 

2. Agents. 

a. Brokers. 

b. Commission men. 

c. Factors. 

d'. Resident buyers. 

e. Manufacturers* agents. 

/. Selling agents. 

g. Export agents. 

h. Import agents. 

• i. Purchasing agents. 

j. Auctioneers. 

k. Some country buyers. 

l. Other agents. 

II. Sponsored functionaries: 

1. Cooperative sales organizations — producers, merchants, and consumers. 

2. Manufacturers* sales branches. 

3. Chain-store warehouses. 

4. Producer-and- 1 * chain-store **-owned bulk tank stations. 

5. Line elevators. 

6. Distributor- and manufacturer-owned milk and cream stations. 

III. Facilitating marketing agencies: 

1. Fairs and markets. 

2. Auction companies. 

3. Commodity and produce exchanges. 

4. Stockyard companies. 

3. Security exchanges. 

Since we are at present primarily interested in the elements of our 
marketing organization, we can facilitate our analysis by grouping the 
various marketing agencies and institutions used in wholesale distribution 
under the three major headings indicated. This arrangement presents a 
complete^ picture of the functionaries involved by emphasizing the differ- 
ence between (1) the independent wholesale merchant who buys on his 
own account from wide sources in large quantities, breaks bulk, and sells 
in smaller quantities to widely scattered retailers; (2) the factory sales 
branch and chain-store warehouse; and (3) the facilitating agencies. 
Each of the members of division two is part of the sales organization of 
the paren$ company. The factory branch is owned and operated by the 
producer for the purpose of selling his own product. There is no buying 
of merchandise; some sales branches do not carry stocks of merchandise. 
They should be regarded as part of the factor/ sales organization. The 
chain-store warehouse comes nearer being comparable with the wholesale 
merchant; yet here we find the warehouse an integral part of the chain’s 
marketing organization. The problems of organization and operation 
are quite different in each of the three cases. The costs of marketing are 



OVR MARKETING ORGANIZATION 131 

materially affected by the effectiveness with which these problems are 
solved. 

The justification for placing organized exchanges in this list of whole- 
saling functionaries is that these institutions are constantly becoming 
more important in the marketing, on a wholesale basis, of an ever- 
increasing number of commodities. They facilitate financing and risk 
bearing, promote* standardization and grading, aid in the transfer of 
ownership, and collect and disseminate market news. 

Wholesale Merchants. — Wholesale merchants may be divided into 
those that give a full line of services and those that give only a limited* 
number of services. 1 All have the two common characteristics of possess- 
ing ownership of the goods they sell and of being independent*business 
enterprises. This definition excludes chain-store warehouses and 
factory sales branches. 

Relation of Wholesale Merchant to the Retailer . — The wholesaler is of 
great economic value to the small independent retailer. The major 
function of the wholesaler, from the retailer’s point of view, is that of a 
buyer. It has been estimated that there are probably more than 9,000 
manufacturers of drugs, chemicals, and drug sundries; 11,000 manu- 
facturers of food products; 6,500 manufacturers of hardware and house- 
hold utensils; 2 and, of course, several millions of farmers. It is obvious 
that it would be physically impossible as well as grossly uneconomical for 
the typical retailer to attempt to supply his varied though small-scale 
needs by personally contacting this mass of producers. The retailer 
frequently finds it convenient and economical to buy a large portion of 
his stock of merchandise from one source. If the typical grocer carries 
from' 2,000 to 3,000 items, and the average retail drug store carries 8,000 
to 12,000 different items, it needs little argument to convince one that 
these retailers could not hope to supply their needs by going direct to the 
manufacturers. This is especially true because of the fact tfiat the 
retailer usually buys on credit, in small quantities and wants prompt and 
frequent deliveries. 

The wholesaler acts as a reservoir of merchandise from which the 
retailed draws at will. He assembles merchandise of great variety in 
comparatively large quantities. Estimates have been made indicating 
that the typical wholesale druggist carries from 45,000 to 65,000 items; 
the dry goods wholesaler, as many as 250,000 different values ;4he electri- 
cal supply jobber, as high as 30,000 items; the hardware wholesaler, 100,- 
000 items; and the wholqpale grocer may carry a stock of 20,000 to 30,000 
items.* These figures suggest how the performance of the storage and 

1 Definitions and Classifications Wholesale Distribution, p. 20, 1930. 

* Bbckkan, T., Wholesaling, Chap. II. • * 

•Ibid. 
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delivery functions for the retailer have been simplified through the use 
of the wholesaler. The fact that the retailer can secure prompt deliveries 
makes it unnecessary for him to carry large inventories. This reduces 
the amount invested in stock, makes possible a more rapid rdte of turn- 
over, and reduces interest charges, rent, insurance, and risks of loss from 
price and fashion changes. 

Other Services Performed by the Wholesaler . — Since the wholesaler buys 
in large quantities, he frequently performs such functions as sorting and 
grading, which may be a service to the producer or the retailer or both. 

•This function of grading is especially important in the marketing \ of 
poultry, eggs, grain, live stock, and certain other agricultural produce. 
Retailer# may, and many do, buy merchandise from the wholesalers on 
time or credit; t.e., they may be granted ten, twenty, or thirty days ip 
which to pay. They may be able, in the meantime, to sell the merchan- 
dise and pay the wholesaler out of the proceeds. If the retailers were 
forced to pay cash upon delivery, many of them would be forced out of 
business. Thus it is evident that the wholesaler may, in numerous 
instances, perform the function of financing. There is little doubt, 
however, that the practice is carried too far when the wholesaler aids in 
keeping in existence retailers who are not needed or who are inefficient. • 

The wholesaler sometimes performs a valuable service in aiding the 
retailer to sell. His success, in fact, depends upon the success of the 
retailer. The salesmen of the wholesaler are in a particularly favorable 
position to offer valuable advice to these dealers. The salesman, travel- 
ing from store to store, observes both good and bad sales practice. He 
can offer valuable suggestions with reference to window displays, store 
layout and arrangement, demonstration, and salesmanship. Some 
wholesalers have found it advisable to give assistance in advertising, 
pricing, stock keeping, credits, and collections, and in installing account- 
ing systems. Since 1927 a number of wholesalers have taken definite 
steps to aid the retailer in meeting chain-store and mail-order competition. 

A study made in the Middle West by a farm publication illustrates the 
value of the wholesale merchant to the small-town retail merchant. 1 
This survey covered the activities of 142 large wholesalers of groceries 
and showed that from 40 to 90 per cent of the wholesaler’s retail business 
goes to stores in towns with populations less than 10,000. Seventy-four 
per cent of the wholesale grocers, 84 per cent of the wholesale dry goods 
merchants, 66 per cent of the wholesale druggists, and 81 per omit of the 
wholesale hardware dealers did 50 per cent or more of their business in 
farm trading centers. 

1 The Parmer’t Wife, St. Paul# Minn. A summary was published in Sales Manage- 
ment, p. 668, Dee. 1, 1934. 
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Classification of Wholesale Merchants . — There are four bases of classifi- 
cation of wholesale merchants which aid us in getting a clear picture of 
the position of this functionary in our marketing system. 

On the basis of the extent of the line of merchandise carried there 
are general and specialty wholesalers. There are general merchandise 
wholesalers who cater to the needs of the rapidly diminishing old-type 
general store. These wholesalers carry a general line of dry goods, 
hardware, and some other lines. With the decline of the rural general 
store, this type of general wholesaler has found it necessary to adjust 
himself to the changing order or perish. The other type of general whole* 
saler confines his activities to the handling of one general line of merchan- 
dise, such as dry goods, hardware, drugs, electrical supplies, or*groceries. 
The aim of this type of merchant is to be able to supply practically all 
the needs of the individual retailer for the particular line of merchandise 
represented. The specialty wholesaler, on the other hand, tends to 
emphasize one line of products. Thus there is a tendency for the general 
hardware wholesaler to disintegrate, his place being taken by dealers 
who specialize in a very limited line, such as the paint wholesalers. In 
the grocery field, for instance, are found dealers specializing in coffees 
and teas, sugar, or flour. It appears that this type of wholesaler was 
developed to meet the needs of the unit specialty retail store which wanted 
a more complete stock from which to choose and the needs of certain 
manufacturers who looked to wholesalers as a source of raw material. 

On the basis of the extent of the territory served there are national, 
sectional, and local wholesalers. The descriptive term used not only 
indicates the extent of territory covered but also suggests the volume of 
business secured. The national wholesalers tend to confine their activi- 
ties to specialties and frequently brand and advertise their products. 
They sometimes do a sectional and a local wholesale business in con- 
junction with their national selling and, in some instances, even engage 
in manufacturing. • 

The local wholesaler typically has lower operating cost than the two 
other types. He is able to make prompt and frequent deliveries. The 
busirffess has the advantage of close personal supervision of the manage- 
ment. It appears that, because of these advantages, manufacturers 
selling a nationally advertised brand and those selling unbranded goods 
prefer the local wholesalers. • 

On the basis of method used there are orthodox, mail-order, and cash- 
and-carry wholesalers, qpb-jobbers, wagon or truck jobbers, drop shippers, 
exclusive agencies, and distributing warehouses. The orthodox whole- 
saler is the typical service dealer who acts primarily as a distributor of 
producers’ and manufacturers’ goods and performs the marketing func- 
tions which have been discussed in the preceding pages. The sub-jobber 
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is a small-scale wholesaler serving a small group of patrons. This type 
of merchant, instead of buying direct from the manufacturers, producers, 
or importers, usually buys from a large wholesaler. The wagon jobber 
is a wholesale peddler. By means of trucks the wagon jobber makes 
regular trips over a designated route, making sales and deliveries simul- 
taneously. The sales are usually made for cash. The merchandise 
sold by this type of wholesaler is usually nationally advertised. The 
mail-order wholesaler attempts to make sales to the retailer by means of 
catalogues and direct-mail solicitation. Butler Brothers has been the 
outstanding example of this type. When a wholesaler forms a contract 
with a manufacturer to sell his goods and not to handle any competing 
lines, he becomes in reality an exclusive agent for that manufacturer. \ 

The term cash-and-carry wholesaler suggests the outstanding feature^ 
of this functionary. The competition of the independent retailer with 
the chain store and the increasing intensity of competition among 
wholesalers have brought about an attempt to reduce cost through 
eliminating certain services. The cash-and-carry wholesaler is one 
manifestation of this condition. This type of dealer usually has a 
warehouse and carries a rather wide line of merchandise but makes no 
deliveries and gives no credit. 

On the basis of organization there are independent, cooperative, 
manufacturing, semi-jobbing, and chain or “associated” wholesalers. 
The independent wholesaler operates independently and without affilia- 
tion with a marketing association or other groups. Such dealers may 
contract for the entire output of certain manufacturers and may organize 
independent retailers into associations and groups so as to control their 
markets more effectively. 

The cooperative wholesale organization is usually the creation of a 
group of retailers who are seeking the advantages of quantity buying. 
Such organizations operate on a low-cost basis because of the small 
expenditures for sales promotion, credit and collections, and the limited 
services offered. They may, in fact, become merely purchasing agents 
for the cooperative retailers; when this happens they cease to be inde- 
pendent wholesalers. * 

The manufacturing wholesaler either owns and operates factories or 
contracts with factories to produce according to his own specifications. 
He is thereby able to control the quality, design, and quantity of his 
merchandise. This type of dealer is quite important in the clothing, 
confectionery, jewelry, grocery, and drug fields . 1 

The semi-wholesaler is a dealer who performs* the services of both a 
wholesaler and a retailer. Some retailers desiring to secure quantity 

discounts found that they must secure a larger volume of sale. As an 

• ♦ 

‘ Beckman, op. dl., pp. 40 ff. 
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increase in sales to the consumer appeared limited, the merchant sought 
an outlet for the surplus merchandise among small retailers. The 
enterprising merchant was thus able to purchase at wholesale prices 
not only 'the merchandise sold to the small retailers but also that sold 
in his own retail store. In other instances, a wholesaler may find that, 
owing to keen competition, his retail customers are slipping away from 
him. He may establish retail stores or organize a chain system so as to 
be sure of a profitable outlet for all of the merchandise he buys. 

The chain wholesaler is a more recent development. Competition 
from retail chains, department stores, mail-order houses, and houae-to» 
house selling agencies has cut down the sales of the independent retailer 
who is the logical customer of the independent and orthodox wholesaler. 
The business of the wholesaler, naturally, has been greatly affected. 
Many of the large-scale retailers buy in much larger quantities than the 
wholesalers; consequently, they secure discounts from manufacturers as 
large as those received by wholesalers and sometimes larger. This 
situation is being met by developing an organization comprising outstand- 
ing wholesalers handling the same lines of merchandise who are located 
at strategic points throughout the country. These dealers get the best 
prices because of their large volume of buying; they may even maintain 
centralized buying offices in the major markets of the United States and 
of the world. They secure certain advantages from standardized organi- 
zation and practice. It is a short step to the establishment of associa- 
tions of independent retailers and to the performance of manufacturing 
activities. The associations are organized, sponsored, given special 
prices and services, and in other ways aided to meet the competition 
from the large-scale retailers. 

The Census of 1929 classified cash-and-carry wholesale merchants, 
drop shippers, mail-order wholesalers, w'agon distributors, and dis- 
tributing warehouses as limited-function wholesale merchants. 1 * These 
functionaries are sometimes referred to as the “newer types”, of whole-, 
salers. They represent attempts of independent wholesale distributors 
to reduce costs and to meet the competition and to prevent the loss of 
business that might result from the growth of chain-store systems, 
department stores, and mail-order houses and other large-scale retailing 
organisations who go around the regular full-service wholesale merchant 
direct to the manufacturer. The new-type wholesalers attempt to 
reduce wholesaling costs through shifting some of the customary services 
rendered by wholesale merchants either to the producer or to the retailer, 

1 According to the Census there were 2,292 limited-function wholesalers in 1929. 
There were 2,756 cash-and-carry wholesalers, 583 drop shippers, 41 mail-order whole- 
salers, 817 wagon distributors, and 95 distributing warehouses. There were 417 
wholesaling manufacturers. 
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providing a more flexible service to meet the new competitive situation, 
and by reducing the cost of sales promotion. 

Classification of Wholesale Grocers. 1 — The following quotation classifies 
all wholesale grocers into four major groups on the basis of the functions 
performed:* 

a. The wholesaler who performs functions of warehousing, breaking bulk, 
shipping or delivery, and credit, and, in addition, travels salesmen. 

b. The one who performs functions of warehousing and breaking bulk only, 

aalla for cash only, and requires customers to call for the goods — known as ca^h- 
And-carry wholesaler; usually has branches in various strategic points. \ 

c. The “contract” jobber — performs functions of warehousing, breaking buqc, 
delivery apd credit. Additional functions involve instructions of retailers ip 
proper merchandising in all its aspects. Prices competitive with chains op 
nationally distributed leaders. Provision of full line of private label products 
and advertising for a group of retailers who are bound to him by contract to 
buy specified portions of their requirements from the parent house and to follow 
its merchandising plan. 

d. The wholesaler who performs functions of purchasing, warehousing, break- 
ing bulk, and, to some extent, delivery. Merchandising service and credit with 
retail members who own the wholesale house. Known as retailer-owned wholesaler. 

Volume of Business Done by Wholesale Merchants. — The wholesalers 
proper transact approximately 40 to 43 per cent of the wholesale business. 
This group, comprising 79,654 establishments, enjoyed net sales amount- 
ing to $29,288,220,000 in 1929. 3 A larger number by 3.8 per cent had 
net sales that were 55.8 per cent less in 1933/ These figures give strong 
evidence that the wholesale merchant enjoys a strong economic position 
in our wholesale marketing structure. The fact that the number of 
establishments increased during a period when there was such a drastic 
decline in sales volume indicates, perhaps, the inherent trade strength 
of this functionary. It is estimated that approximately 62 per cent of 
the 1929 volume was sold on credit; that almost $522,000,000 worth 
of merchandise was sold by the wholesale establishment directly to the 
ultimate consumer; and that approximately $5,660,000,000 was sold 
directly to industrial concerns. » 

Table 18 gives the estimated sales volumes of wholesale merchants, 
by kinds of business, for the census years 1929 and 1933 and rough 
estimates for 1932 and 1934. The drastic effects of the depression on 

1 Wholesalers proper had net sales of $3,121,000,000 in groceries and foods in 1038. 

. * Adapted from American Management Association, Marketing Executives’ Ssr. 08. 

' Dr. L. D. H. Weld estimated, after making adjustmlnts tor duplication, that the 
sales of wholesale merchants to retail merchants in 1929 were approximately $20,300,- 
000,000. Printers' Ink Weekly, May 25, 1933. 

4 The volume of business for 19^4 was estimated at $14,700,000,000, or an in cr e ase 
<* 13-5 par cent over that for 1933. 
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sales volume are drown dearly by means of the percentages for 1932, 
1933, and 1934, based on the peak year 1929. It will be noted that 
ninft kinds of businesses enjoyed sales in excess of one billion dollars 
in 1929; only three kinds of businesses enjoyed sales of more than a 
billion dollars in 1932, 1933, and 1934. The kinds of businesses that 
suffered the greatest decline in sales volume were those sdling automotive 
products, farm products used as raw materials, electrical goods, lumber 
and building materials, metals, petroleum and its products, plumbing 
and heating equipment and supplies, and jewelry and optical goods. 
The ones that suffered least were drugs and drug sundries, amusements’ 
and sporting goods, and tobacco and its products (except leaf). The 
businesses affected most were those dealing in durable goods. The ones 
that responded most quickly to improved conditions following 1933 were 
automotive products, electrical goods, and farm products used as con- 
sumer goods. 

The sale of groceries and food (except farm products) was the largest 
item for wholesalers proper. The total value in 1933 equaled more than 
$3,121,150,000, or 24.08 per cent of the total volume for this functional 
group. Farm products used as consumer goods was second with a 
dollar value of almost $1,590,000,000, or 12.27 per cent; farm products 
used as raw material, with a value of almost $1,225,000,000, or 9.45 per 
cent, was third; dry goods, with a value of $846,233,000, or 6.53 per cent, 
and tobacco and its products (except leaf), with a value of $523,670,000, 
or 4.04 per cent, were fourth and fifth, respectively. 

Volume of Business Transacted by Sponsored Wholesale Outlets . — 
Since the Census reports give estimates of sales by establishments owned 
and operated by producers and retail organizations, it is necessary 
to follow the Census classification in order to get a complete picture of 
wholesale distribution. Manufacturers' sales branches which carry 
stocks of merchandise reported sales of $5,089,489,000 for 1933. Sales 
branches which did not carry stocks reported sales of $2,400,737,000. . 
Groceries and food products, except farm products, in the first group 
amounted to $1,612,867,000, or 31.7 per cent; tobacco and its products 
(except leaf) accounted for $512,474,000, or 10.1 per cent; while machin- 
ery, equipment, and supplies, except electrical, provided $438,249,000, 
or 8.6 per cent of the group total. The sales of metals, except scrap, 
accounted for $719,832,000, or 29.9 per cent of the volume reported by 
aatea branches without stocks; machinery, equipment, and supplies, 
except electrical, provided a volume of $249,733,000, or 10.4 per cent; 
while tobacco and its products (except leaf) reported $206,727,000, or 
8.8 per cent of the total group sales. 

The salps of chain-store warehouses amounted to the sum of $1,431,- 
868,000, Groceries and foods, except firm products, accounted, as, 
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would be expected, for the major portion of chain-store warehouse sales. 
The total was $1,172,607,000, or 81.9 per cent. Bulk tank stations 
experienced the smallest decrease in sales volume, 21.2 per cent, of the 

Table 18. — Estimated Net Sales or Wholesalers Proper , 1 bt Kinds or 
Business, 1929, 1932, 1933, and 1934* 


Kind of business 


1929 


Millions of dollars 


1932 1933 1934 

estimated actual estimated 


Percentage _ 

of 1929 P f °* nt 
change 

1934j 

over' 

1932|1933 1934 1933 


Total 

29,288 13,479 

12,960 

14,710 

+ 14 

Amusement and sporting goods . . . 

173 

104 

104 

110 

+ 0 

Automotive products 

1,383 

400 

438 

550 

+26 

Chemicals 

413 

j 240 

225 

252 

+ 12 

Clothing and furnishings 

1.104 

500 

416 

476 

+ 16 

Coal 

679 

360 

319 

350 

+ 10 

Drugs and drug sundries 

522 

380 

350 

405 

+ 16 

Dry goods 

1,714 

900 

846 

985 

+ 10 

Electrical goods 

847 

! 360 

276 

330 

+20 

Farm products — raw materials 

3,697 

1 . 120 

1,225 

,400 

+ 14 

Farm products — consumer goods 

3,062 

1,500 

1,590 

,890 

+ 19 

Farm supplies 

590 

; 275 

246; 

250 

+ 2 

Furniture and house furnishings 

495 

! 210 

175 

200 

+ 14 

General merchandise 

453 

200 

175 

197 

+ 13 

Groceries and foods 

5,387 

! 3,000 

3,121 

,500 

+ 12 

Hardware 

714 

370 

342 

400 

+ 17 

Jewelry and optical goods 

380 

| 130 

105| 

118 

+ 12 

Lumber and building materials 

1,284 

330 

279 

295 

+ 6 

Machinery equipment and supplies 






(except electrical) 

1,188 

530 

488 

540 

+ 11 

Metals (except scrap) 

673 

| 195 

161 

185 

+ 16 

Paper and its products 

704 

380 

333 

382 

+ 16 

Petroleum and its products 

724 

335 

236 

270 

+ 14 

Plumbing and heating equipment and 






supplies 

498 

175 

143' 

165 

+ 10 

Tobacco and its products (except leaf) 

858 

540 

524 

670 

+ 9 

Waste materials 

474 

285 

272 

280 

+ 3 

All other products 

1,272 

660 

571 

610 

+ 7 


1 Wholesalers proper consists of more or less regular wholesalers in domestic and foreign trade who 
take title to the goods they buy and sell and are largely independent in ownership. * 

For comparative purposes the 1929 data have been adjusted to changes in classification of a few 
large establishments. 

Figures for 1929 are actual data taken from Fifteenth Census of the United States Wholesale Dis- 
tribution adjusted to changes in classification in Census of American Business, 1933. The figures in 
1938 are actual data taken from Census of American Business . The years 1932 and 1934 are estimates 
beeed on trends of currently published statistics. 

* Adapted from Domestic Commerce , Jan. 30 t 1935. 

tax type groups reported by the Census. The number of establishments 
in this group actually increased by 33.5 per cent. 

Volume of Business Transacted by Country Buyers . — Country buyers 
aie» in the main, independent business men who buy farm produets 
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directly from the producers and then ship these purchases in carload lots 
to the central markets. These middlemen take title and assume the 
risks incidental to ownership. There is a distinct difference in the func- 
tions performed by this group from those performed by the orthodox 
wholesale merchant. The latter typically buys in large quantities, breaks 
bulk, and sells to retailers. The former buys in small quantities, con- 
solidates these into larger lots, and sells to middlemen in the wholesale 
field and to manufacturers and processors. Some of these country 
operators are local retailers who buy country produce more or less 
incidentally in the process of selling their merchandise to the farmers. « 
The country buyer is an important functionary in many sections of the 
country in aiding farmers to dispose of their fruits, vegetables, grain, 
cotton, potatoes, live stock, poultry and eggs, butter, milk, and cream. 
Not all country buyers, however, are independent business men. Some 
are buyers employed on a salary or commission basis by operators in the 
central markets or by processors and manufacturers who use the agricul- 
tural products as raw materials. 

Country buyers and assemblers reported a sales volume in 1933 of 
$718,588,000; farm products-raw materials accounted for 48.3 per cent 
of this amount, while farm products-consumer goods equaled 46.8 per 
cent. This group of wholesale functionaries suffered the largest per- 
centage decrease in dollar volume, viz., 63 per cent of the 1929 total. 
The number of establishments in this group decreased 30 per cent. The 
decline in the number would have been greater if 2,862 cream stations 
had not been included in this class which were not included in 1929. 

Cooperative sales organizations are formed by cooperative associations 
for the purpose of performing the marketing function. They are, in 
fact, the sales agents of the groups of producers. The services usually 
performed are assembling, packing, grading, storing, financing, advertis- 
ing, and selling. These cooperative sales organizations differ frdm the 
brokers and commission men in that they are in reality not independent 
middlemen but subsidiaries, or branches, of some group or federation of 
cooperative associations. This type of marketing functionary probably 
can selkmore efficiently than the individual producer. It collects from the 
individual producers in small lots, forms car-lot shipments, thus securing 
the advantages of low freight rates; it can provide an organization for 
securing reliable market information and for following or carrying the 
product through to the central market or to the retailer. Because of the 
large volume of sales that may be controlled by a cooperative selling 
organization it is possible to develop new markets and increase sales 
econo mically through advertising and other forms of sales promotion. It 
is a form of market integration and may perform the services usually 
performed by the local buyer, the wholesale*, and the broker. This type 
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of market functi onar y is of considerable importance in selling fruits and 
vegetables, butter and cheese, eggs, wheat, cotton, and live stock. 

Producers’ Cooperatives . — In a producers’ cooperative association the 
members are also patrons. The members are the association, and the 
officers and directors of the association are their agents for the conduct 
of the joint enterprise. Some associations act simply as agents for the 
members and do not take title, while other associations take title but 
otherwise function and account to members as though acting only as 
agent. 1 Pooling is a frequent practice. This is an averaging plan un^er 
* which expenses and returns from sales are pooled and apportioned amdng 
members on some previously agreed-upon equitable basis. \ 

The cooperative associations among farmers have materially increased 
the effectiveness with which a number of the marketing functions are 
performed. Costs have been reduced by increasing the volume of ship- 
ment, by better grading, and by securing more timely market news. 
Interest in and understanding of the problems of marketing have been 
developed on the part of the members. 

The cooperative associations usually sell direct to manufacturers and 
to large-scale buyers in the central markets. When selling to consumers, 
the associations may and usually do sell through independent marketing 
functionaries. The recent development of cooperative organizations in 
the central markets for live stock, grains, dairy products, cotton, wool, 
fruits, and vegetables is now making possible a more extensive use of 
tiie cooperative plan. 

There was a large decline in the sales volume and the number of coop- 
erative marketing associations reported by the Census. The number in 
1929 was 4,208 with a sales volume of $1,458,366,000; in 1933 the number 
reported was only 2,729 with a sales volume of $665,682,000. There 
were 929 cooperatives in 1933 handling farm products — raw materials, 
and 1,1548 handling farm products — consumer goods. The dollar value 
of the first group was $252,582,000, and of the second group $367,846,000. 
There were 183 cooperative associations handling farm supplies, 14 
dealing in groceries and foods, and 55 miscellaneous associations. Some 
of these associations bought goods for their members as well as sold their 
products. Some of the products reported as bought were coal, lumber 
and build in g materials other than metal, and petroleum and its products.* 

The P&sent Trade Position of the Wholesale Merchant . — The wholesaler 
ius been adversely affected during recent years by manufacturers’ 
increased use of national and local advertising mediums to tell the con- 
sumer about the desirable qualities of their 'merchandise. Improved 

1 HuIiBEht, L. S., U.S. Department of Agriculture, BvU. 1106, p. 4. 

. ’The organization, policies, a$d practices of agricultural cooperatives are discussed 
m Chap. XIX. 
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methods of transportation and communication have made speedier and 
more frequent deliveries possible. This service has promoted dir ect 
selling from the manufacturer to the retailer. The emphasis on thrift 
gave the chain, department, and mail-order stores a strong appeal. . The 
small-town store, a faithful customer of the wholesaler, has tended to 
decline in importance, probably owing to the practice of so many of its 
former customers to motor to the larger cities. The chains and other 
large-scale retailers have been taking business from the customers of the 
wholesalers in the larger cities. Consequently, the wholesaler is being 
put to the acid test as to whether he still has a place in our marketing# 
organization. As long as he can and does perform marketing services 
more satisfactorily or at a lower cost than other agencies, he will find a 
profitable place. He will find it necessary to survey the situation care- 
fully. He will frequently find it advisable to reduce the number of lines 
carried, weed out unprofitable accounts, revise his sales territories, check 
up carefully on the costs involved in performing the various functions, 
and give more constructive selling and management service to his retail 
customers. 

The following figures for a period of time unaffected by depression 
conditions suggest the serious situation in which some classes of whole- 
salers find themselves. The sales of wholesalers suffered a steady decline 
during this period, while the estimated volume of retail sales enjoyed a 
steady and pronounced increase. 


Table 19. — Comparative Sales of Wholesalers and Retailers 1 


Year 

Wholesalers 

Retailers 

1928 

$21,193,000,000 

$57,867,000,000 

1927 

21,371,000,000 

56,888,000,000 

1926 

22.721.000,000 

54,925,000,000 # 

1925 

23,416,000,000 

53,487,000,000 


1 King, op. e&, pp. 373, 374. 

During the depression period 1929-1933 the volume of business of 
wholesale merchants declined more than twdee as much as that of chain- 
store warehouses. This indicates that the relative position of the whole- 
sale merchant has become even less favorable since the publication of the 
data (pven in the foregoing table. Some of the wholesale merchants in 
the grocery and food line have been able to protect their business to some 
extent by organizing independent retailers into cooperative chains. 
This plan, however, has its limitations, as conditions during 1929-1933 
showed. One difficulty of the average independent wholesale merchant 
is his gttna l j volume of business. This o^e fact tends to weaken his 
competitive position. * 
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Wholesale Marketing Expenses . — The extreme competitive situation 
outlined above has centered the attention of fanners, manufacturers, 
retailers, politicians, college professors, and the general public, as well as 
the wholesaler, upon the costs of the wholesaler as compared with the 
costs of other marketing functionaries. A careful study of the costs of 
performing these services by certain types of wholesalers has been made. 1 
Table 20 presents an analysis of the cost data. 

Table 20. — Operating Expenses of Selected Wholesalers, 1928 




Percentage of sales 


Classification of expense 

Elec- 

Hard- 

Auto- 

Dru^ 


trical 

ware 

motive 

Total selling expense 

5.05 

5.83 

7.70 

4.34 

Total warehouse expense. . . . 

2.16 

3.04 

3.16 

3.65 

Total administrative expense 

6.00 

4.73 

6.46 

3.93 

Total fixed expense 

1.93 

2.17 

2.66 

1.98 

Total miscellaneous expense . 

0.75 

0.91 

0.78 

0.65 

Total expense 

15 89 

16.68 

20.76 

14.55 


The figures in this table show that selling and administrative expenses 
constitute the major elements of the wholesaler’s costs. It will also be 
noted that the item total expense varies considerably among the different 
wholesalers, ranging from 14.55 per cent of net sales for the drug whole- 
saler to 20.76 per cent for the automotive jobber. The same study shows 
that there is a wide variation in the selling costs of various products 
handled by the same dealer. One of the important factors affecting the 
costs of selling any particular product or line of products is the size of 
the unit sale. The smaller the unit sale, generally speaking, the higher the 
sales c8st. The overhead and routine costs are about as much in selling 
a $1 ordcjf as in making a sale of ten or twenty times that amount. Some 
of the factors affecting the unit of sales value adversely are given: 2 * * * 

1. Hand-to-mouth buying on the part of the dealer. f 

2. Solicitation of business from dealers whose annual volume is so low that it 
precludes the possibility of purchasing in profitable quantities. 

3. Too frequent solicitation of dealers 1 business on part of jobber salesmen. 

4. Solicitation of dealers 1 business by salesmen of too many jobbers. 

5* Sales by jobbers of broken-package quantities at standard-package prices. 

8. Too small a variation between standard- and broken-package prices. 

1 McNusce, T. M., “Analysis of Wholesalers* Operating Costs/ 9 Harvard Business 

Review, Vol. Ill, No. 1, pp. 20 ff. This study covered the activities of forty-three 

jobbers in twenty-seven states during the fall and winter of 1927 and 1928. There 

were eleven electrical, thirteen hardware, eleven automotive, and eight drug jobbers* 

* McNxece, op. cit, p. 30. 



OUR MARKETING ORGANIZATION 


143 


Wholesaling Cotta — Census Figures. — Operating-expense ratios for all 
wholesale trade combined were higher during 1933 than in 1929, rising 
from 8.9 per cent of net sales in 1929 to 11.6 per cent in 1933. They 
were also higher in each type group, except for agents and brokers.. For 
wholesalers proper, average operating expenses rose from 11.7 to 15 per 
cent; manufacturers’ sales branches, from 9.8 to 12.5 per cent; bulk 
tank stations, from 14.3 to 19.8 per cent; chain-store warehouses, from 
4.3 to 4.5 per cent; and assemblers and country buyers, from 4.5 to 9.9 
per cent. Operating expenses were higher partly because of reduced 
dollar volume per establishment and partly on account of the lower, 
prices prevailing in 1933 which necessitated handling a larger physical 
volume per dollar of sales. In the twenty-five kinds of business,* salaries 
varied from 11.4 per cent of net sales in jewelry and optical goods to 2 
per cent in tobacco and its products (except leaf). The highest per- 
centage by type group was for bulk tank stations, where 8.1 per cent of 
net sales was paid in salaries and wages, while the lowest was for agents 
and brokers, with 1.6 per cent. The largest employers of wage earners 
were wholesalers proper, comprising 50.5 per cent of all establishments, 
employing 636,194, or 58.1 per cent of the total wage earners, at a cost 
of 7.1 per cent of their net sales. The percentages of sales paid in wages 
for the other three type groups were as follows: manufacturers’ sales 
branches, 5.7 per cent ; chain-store warehouses, 2 per cent; and assemblers 
and country buyers, 4.4 per cent. 1 

Table 21 facilitates the comparison of the expenses of the various 
wholesale establishments according to the major line of products handled. 

Careful analysis of the expenses of wholesalers selling similar lines 
of merchandise shows that their costs vary from firm to firm because of 
such factors as differences in managerial ability, volume of sales, and 
location. Changes in general business conditions cause variations in 
gross margins, expenses, and profits from year to year. There is a derided 
difference in the selling expenses of the different kinds of wholesalers. 
The wholesale grocer, for example, has a selling expense but slightly more 
than half that of the automotive wholesaler, yet the latter has a net profit 
of mofe than twice that of the former. One might expect the costs of 
the functionaries in the same general class to be similar, yet the costs of 
chain-store warehouses, for example, vary widely. 

Agents That Aid in Wholesale Marketing. — The Census ojC American 
Business lists seven major groups under the heading agents and brokers, 
vis., brokers, commission merchants, export agents, import agents, 
manufacturers’ agents, selling agents, and a miscellaneous group. Hie 
members of this classification specialize in negotiating or in aiding in 

1 Final United States Summary of Wholesale TrUdt In 1933, Bureau of the Census, 
U-S. Department of Commerce. 
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negotiating purchases or sales. Two other functionaries that operate 
in the wholesale field might be added, viz., advertising agencies, which 
first appeared as space brokers, and public warehouses, which are con- 
stantly adding marketing services to their original storage function. 


Table 21.— Expenses op Wholesale Establishments bt Kinds op Business, 1933 1 
(Expressed as percentage of net sales) 




Manufac- 
turers’ sales 


ft 

branches 

Kind of business 

§ 



•a 



Amusement and sporting goods . 

21.1 

15.1 

18.7 

Automotive products 

23.0 

16 3 

11.6 

Chemicals 

19.2 

15.2 

13.3 

Clothing and furnishings 

16.0 

12.8 

8.8 

Coal 

11.3 

16.0 

7.3 

Drugs and drug sundries 

| 17.0 

1 28 7 

25.8 

Dry goods 

13.8 

| 13.0 

4.9 

Electrical goods 

22.3 

15.5 

9.0 

Farm products — raw materials 

6 9 

5.4 


Farm products — consumer goods . . 

14.8 

23.4 

It. 2 

Farm supplies 

! 15 6 

16.3 

10.6 

Furniture and house furnishings 

22.5 

14.8 

9.1 

General merchandise. 

11.8 



Groceries and foods. . . 

12.8 

12.6 

13.8 

Hardware 

21.4 

18.1 

5.5 

Jewelry and optical goods 

! 23.8 

31.4 

10.9 

Lumber and building materials . . . 

22.7 

17.2 

10.5 

Machinery, equipment and Bup- 

i 



plies (except electrical) 

! 24.9 

25.8 

8.8 

Metals (except scrap) 

15.8 

11.5 

3.0 

Paper audits products 

20.7 

16.7 

8.1 

Petroleum 




Petroleum and its products 

16,9 

15.8 

8.0 

Plumbing and heating equipment 




and supplies 

25.2 

25.2 

17.5 

Tobacco and its products (except 




kaf) 

6.4 

6.5 

2.5 

Waste materials 

10.8 



AH other product* 

17.7 

14.7 

10.8 



5 o 

3.8 


3 0 
3 1 
13.6 



6.4 

3 6 

7.5 

8 0 

15.4 

i 13 2 

.... 18.4 

14.6 

10.5 

1 11.8 

13.0 

18.6 

11.0 

4.3 

9.7 ! 

16. 

8.8 


27.8 


5.7 

0.9 22 1 12.0 


Summar v */ Wholtnlt Trade in 1933, Bureau of the Census, 


The majority of the agent functionaries operate in the large wholesale, 
central, and terminal markets. 

The broker is an agent who negotiates a purchase-sales transaction or 
brings buyer and seller toge%r in a legal sense so that they may enter 
into negotiations. This agent, generally speaking, does not take physical 


as*'- 
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possession of the merchandise . 1 Many producers are not in intimate 
enough contact with the market to sell their product personally. Large 
numbers of wholesalers and large-scale retailers do not have the time 
or the facilities to search out all the possible sources of the merchandise 
they require. Brokers are in a position to furnish valuable services in 
such instances. They aid in the marketing of a large variety of services 
and tangible goods, such as securities, shipping space, newspaper space, 
personal services, real estate, and various kinds of merchandise. 

It is the function of the broker to find buyers for the merchandise of 
the producers and to locate sources of merchandise for buyers. He fills* 
a gap between buyers and sellers by acting as a representative of one or 
both in arranging the meeting of the two. The broker serves as a valuable 
source of market information for buyers and sellers. He must be a good 
salesman, have a good personality, know many possible buyers and sellers, 
and be able to secure and hold their confidence. 

The importance of the broker in the food industry is clearly stated 
in the following quotation taken from a speech by W. W. Johnson, presi- 
dent of the National Food Brokers' Association . 2 * * 

The broker must know accurately market conditions, rail and barge rates, 
local needs, and even credit conditions, and must keep you posted on them — his 
is indeed a unique service, and you will find him in every market, providing 
a system of distribution, devoid of all cost, to the seller until a sale is made, 
informed, ready for service, willing, eager to please, using his varied knowledge 
of conditions to serve both seller and buyer and not expecting any compensation 
if no sale Is made. A broker is not only a salesman, but an executive, giving you 
a sales manager in every market. He is your personal agent. This element of 
personal contact is a most effective and successful medium of all selling plans, 
and can never be displaced by any other method. 

The manufacturer's agent and the selling agent are special types of 
brokers. A manufacturer's agent generally operates on an ♦extended 
contractual basis, sells within an exclusive territory, handles non-com- 
peting but related lines of goods, and possesses limited authority with 
regard* to prices and terms of sales . 8 He is authorized to sell a definite 
portion of his principal's production. A selling agent generally operates 
on an extended contractual basis, sells the entire output of his principal, 
and has full authority with regard to prices and terms . 1 • 

Brokerage Costs. — The brokerage rate depends chiefly upon the type 
of product, trade custom, and the degree of competition. Brokers 

1 The broker who deals in securities, however, usually has possession, makes 

deliveries, and frequently arranges for financing the trading. 

* Published in the New York Journal of Commute, Nov. 8, 1929. 

1 Definitions suggested by Committee on Definitions, N.A.M.T. 
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operating on well-established stock and produce exchanges have standard- 
ised published rates. Their costs of operation are low as they need no 
warehouses, make no deliveries, and assume no credit risk. 1 The average 
expense of operation of agents and brokers reported by the Census of 
American Business was 3.2 per cent of net sales for each of the two 
census years, i.e., 1629 and 1933. There was wide variation in the 
expenses of brokers. The variation is due primarily to the kinds of goods 
handled and the amount and quality of services rendered. Brokers 
operating in the automotive-products field reported expenses of 21.1 
.per cent, while brokers selling drugs and drug sundries reported expenses 
of only 0.5 per cent. Brokers handling groceries and foods reportlpd 
expenses of 1.4 per cent. The expenses of manufacturers’ agents varied 
from 4.1 per cent for those handling tobacco and its products (except leaf) 
to 25.5 per cent for agents selling farm products-consumer goods and 
electrical goods. The figure for farm products is not very significant 
since there were only four firms in this group; their net sales were only 
6157,000. The variation in the expenses of selling agents was similar to 
that found among manufacturers’ agents. The expenses of selling 
agents handling farm products-raw materials was 2.8 per cent; for those 
handling farm products-consumer goods, the expense was 18.0 per cent. 
The highest expense for this group was reported by agents selling drugs 
and drug sundries. The percentage of net sales was 25.2. The highest 
expense figure reported by any agency group was 45.6 per cent. This 
figure represented the average expense of eight agents selling jewelry 
and optical goods. 

Commission men are agents who receive and have physical control of 
the merchandise to be sold. They locate the possible buyers, negotiate 
the sales transaction, and transfer title of the merchandise without 
necessarily disclosing the identity of their principal, the true owner. 
A comtflission merchant transacts business in his own name, takes posses- 
sion, and negotiates the sale of goods consigned to him by the seller. He 
usually enjoys broader powers as to prices, methods, and terms of sale 
than does the broker although he must obey instructions issued by his 
principal. The commission man collects the sales price, deducts his own 
commission, pays all expenses, and then remits the remainder to the seller. 
He receives and may inspect, sort, grade, weigh, measure, store, deliver, 
and finance the goods as well as perform other necessary and customary 
services. It will be noted that the commission agent performs many 
more services than the typical broker. He is not a true merchant because 
he does not own the title to the merchandise and fioes not assume the risks 
of ownership, yet he does transfer title. We have here the unusual 
situation of a person being able to give that which he does not possess — 

1 It sometime* happens that a broker will give financial assistance to his principal. 
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the title. He is, however, required to make a detailed report, an account- 
ing, to his principal showing gross receipts and all charges. 

The factor is a commission merchant who usually advances funds to 
the consignor. His work consists (1) in financing the operations of the 
shipper who may be a grower but who is usually a country buyer or 
merchant; (2) in warehousing or storing the goods; (3) in grading; (4) in 
selling the goods. Textile factors are specialized commercial bankers 
performing the function of financing for the textile mills and in some cases 
combining this function with that of selling. 1 

Resident buyers are agents who frequently furnish some of the services* 
typically performed by both brokers and commission men. The following 
statement by M. J. Greenebaum indicates the characteristics of this class 
of marketing functionaries: 2 

There are two distinct types of resident buyers, one, the commission buyer 
who receives his compensation from manufacturers, and two, the “paid” buyer 
supported solely by his retail clients. 

The former group is composed chiefly of ex-salesmen. Their business is 
virtually confined to the smaller retail shops in the apparel field. 

The second group classed as “paid” offices may be divided into two or three 
subdivisions in respect to ownership and patronage. The first classification is 
that of the solely-owned office which functions for one out of town store or for 
an ownership-group or chain. The second classification is the co-operative office 
maintained by a number of independent stores solely for their own needs. The 
third type of “ paid ” office consists of those privately maintained for profit. This 
type exacts an annual fee or “salary” from its clients based on sales volume. 

The functions of all three types of “paid” offices are similar and include the 
furnishing of market and style information, sales promotion service, placing of 
orders and the follow-up of orders and shipments to insure prompt delivery of 
the goods as ordered. Some also carry stock of staple goods bought in large 
quantities to enable the independent to meet other forms of competition. 

It has been estimated that purchases amounting to nearly two billion* dollars 
annually are placed or influenced by the paid resident buyer in New Yqrk. One 
such office employs over 200, several others have over 100 on their payrolls. 
The privately owned offices have as many as 200 clients each. 

Commission Costs. — Since the commission agent performs more 
services than the broker, his commission or fee is generally higher than the 
broker's. This fee varies for different products and services and may be 
different in various market centers. The method of remuneration 
places a premium on volume; consequently, commission men quite often 
solicit business by telephone, telegraph, mail, and personal representa- 
tives. The principal arguments for utilizing the services of a com- 

1 Definition suggested by the Definitions Committee of the N.A.M.T. 

* “30-year Old Merchandising Activity Little Known,” Domestic Commerce, 
Feb. 10, 1935. 
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mission agent are superior market connections, which insure the highest 
available prices, low selling costs, and personal attention given the ship- 
per’s goods. According to the 1929 Census 3,479 commission merchants 
had an average expense of 2.34 per cent. The expenses for 1933 varied 
from 2.1 per cent of net sales for commission merchants who sold farm 
products-raw materials to 15.0 per cent for those selling coal. 

Advertising Agencies . — The first advertising agencies acted as brokers 
in selling space in newspapers and magazines. Sometimes they would 
Contract for a certain amount of space in a publication, then sell it in small 
•.parcels to various merchants and manufacturers who wished or could be 
persuaded to advertise. As the publications became stronger, the status 
of the agency changed. The publishers now pay to the agency a fixed 
percentage, usually 15 per cent, of the amount spent by the advertiser 
for space. > 

The advertising agency has become an essential marketing institution 1 
in our mass system of production and distribution. Some agencies 
specialize in industrial marketing and advertising, while others tend to 
concentrate on general advertising; a few give their chief attention to 
mail advertising. A well-established agency has on its staff men and 
women of wide marketing experience, experts in art, copy writing, 
domestic science, research, planning, salesmanship, and so on. A client 
is given the benefit of these facilities. It would not be economical — in 
fact, it would not be financially possible — for the typical advertiser to 
supply all these highly specialized services. Competition among the 
agencies has forced them to give more and more services to the advertiser. 
They make market surveys, plan sales and advertising campaigns, write 
copy, prepare or supervise the preparation of the art work and mechanical 
part connected with the production of the advertising, and check the 
advertisements being run in the various publications. An agency may, 
and frequently does, give advice to the advertiser on the basis of its 
experiences and the results of investigations conducted, concerning the 
design, quality, size, style, and package of the product, method of selling, 
and price to be charged. 

The advertising agency differs from the broker and commission house 
in that the services it performs are professional in nature, are more com- 
plex, and require a higher degree of education, training, and experience. 
It receives its remuneration, usually, in the form of a commission pud by 
tiie publisher on the basis of the amount of money spent for advertising, 
while the broker and the commission man are paid out of the proceeds of 
the sale on the basis of the volume of sale. Tl?e advertising agency does 
not, typically, have anything to do with the physical handling, financing, 
or buying of the merchandise being sold. It is primarily a functionary 
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specializing in ways and means for developing demand for a given product 
or service on a mass basis. 

Volume of Business Handled by the Agency Group . — The volume of 
business handled by the agents reported by the Census is large. The 
depression of the 1930's struck the group with considerable force. During 
1929 the 18,388 agents and brokers reported by the Census transacted 
business to the amount of $14,256,695,000. The number in this classifi- 
cation declined in 1933 to 13,816, while the volume of business fell to 
only $6,501,254,000. Thus the number declined 24.9 per cent, and thM* 
volume of business 54.4 per cent. , 

The commission men ranked first in the volume of business. They 
enjoyed slightly more than one-third of the total business for the group 
in 1933, an amount equal to $2,223,893,000. The brokers were second 
with slightly less than one-third of the total volume of business, or 
$2,088,770,000. These two functionaries therefore, accounted for 
approximately two-thirds of the total business transacted by the agent 
group. The volume of business done by the selling agents fell from 
$2,622,633,000 in 1929 to $988,251,000 in 1933. This group ranked third 
in volume of sales for the two census years. Manufacturers’ agents, the 
fourth in rank, had sales of $1,775,355,000 in 1929, but only $573,964,000 
in 1933. 

Grocery and food brokers led all brokers with a sales volume of $1,175,- 
064,000 in 1933. Commission men dealing in farm products-raw 
materials led all commission merchants with sales of $1,190,037,000; 
manufacturers’ agents who sold dry goods secured the highest sales vol- 
ume of this group of agents, with sales of $114,164,000. The selling agents 
who sold dry goods likewise led their group of agents with sales of $384,- 
610,000. Agents selling clothing and furnishings had sales of $1 15,743,000. 

Facilitating Marketing Institutions. — Public warehouses provide 
storage services which aid in the equalization of supply and ddmand. 
They furnish place utility by holding merchandise in locations convenient 
to wholesalers, retailers, and consumers and may act as agents for 
merchants and producers. Specialized warehouses are needed for such 
agricultiiral products as cotton, tobacco, and the grains. Cold-storage 
warehouses are needed for perishable goods, such as meat, poultry, 
dairy products, and fruits. 

General merchandise warehouses have become increasingly ynportant 
with the development of hand-to-mouth buying. They facilitate quick 
delivery to wholesalers and to retailers. These warehouse companies, 
in addition to furnishing storage facilities, sometimes break up car-lot 
shipments and redistribute in the form of l.c.l. lots. Bulk merchandise 
may he sorted, packed, and labeled in the warehouse and then shipped to 
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the merchants as ordered. Some companies will “display and sell the 
merchandise in storage, as agents of the manufacturer-owner .” 1 

Professor Agnew, in his study of warehouses in the United States, 
reported five major kinds.* They may, however, be grouped under two 
general headings, classified on the basis of the availability of their services 
to |he public, as follows. 

I. Private warehouses! such as those owned by farmers, merchants, manufac- 
turers, consumers, and others used for their own private and individual 
convenience. This group is of no interest to us while we are studying ijhe 
structure of wholesale distribution, since they do not function as wholesale 
middlemen. \ 

II. ttiblic warehouses. \ 

A. Warehouses for household goods and furniture. This type furnishes & 

highly specialized form of service which is indicated by its title. \ 

B. Merchandise warehouses. This type is the most important one in the 

general field of wholesale distribution. It normally furnishes one or 
more of the following services. 

1. Provides storage facilities which are convenient, economical and safe. 

2. Provides fire protection and insurance. 

3. Provides for car-lot shipments, thereby saving transportation costs. 

4. It helps to reduce loss and damage in shipment by providing car-lot 

shipment. 

5. It issues receipts both negotiable and non-negotiable which are good 

collateral. 

6. It makes possible the operation of produce exchanges, where warehouse 

receipts form the basis of trade. 

7. It supplies trucking service. 

8. It repacks, recoopers, remarks, and supplies clerical services in billing 

out goods to customers of those for whom storage is supplied. 

9. It provides a means of carrying “spot stocks,” which expedites the 

distribution of merchandise. 

10. It provides for a C.O.D. delivery to customers of poor credit rating. 

11. It provides storage in transit. This means that a shipper may send a 

car over line A , upon which his factory is located to the warehouse 
at the junction of lines A and B. There it may be stored for any 
length of time, then forwarded to the buyer over line B and receive 
the through car rate from factory to buyer. This privilege is usually 
a concession granted by the railroad company. * 

C. Bonded warehouses. This type of warehouse is carefully supervised by 

the federal government. Merchandise so stored is placed under bond, 
and removal is controlled by very strict rules and regulations. 

I. U.S. customs bonded warehouses. These are used by the federal 
government to facilitate the assessing and collection of import duties. 
Some of these are owned or leased by the government; others are 
privately owned. * 

1 ** Methods of Distribution,” National Distribution Conference, Report of Com- 
mittee V t p. 30. 

* Agnew, Hugh E., “Warehouses in the U.S.,” N.A.T.M. Bull, November, 1931. 
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2. U.S. internal revenue warehouses. These are used chiefly lor tobacco 

and liquor. The supervision by the federal government is to insure 
the payment of taxes. 

3. Bonded warehouses licensed by the federal Department of Agriculture. 

These warehouses are for the handling of agricultural products. 
They are similar to merchandise warehouses in operation and issue 
warehouse receipts. 

D. Custodian or field warehouse. This type is a recent development. The 
manufactured goods or agricultural products are placed under the 
jurisdiction of a custodian who is held responsible. He issues receipts, 
“keeps strict accounts, inspects the goods, and defends them against 
withdrawal, change or other mutation, except upon surrender of the 9 
original receipt.” This type of service is now largely limited to the 
regularly established warehousing companies due to the abuses that 
developed under the less restricted plan followed earlier. 1 


The storage rate depends on the characteristic features and qualities 
of the merchandise stored, its value, and its service requirements. Extra 
charges are made for such services as handling, weighing, marking, 
inspecting, coopering, insurance, billing, carting, transporting, and 
selling. 

Facilitating Marketing Institutions. — Organized market places have 
been used for centuries to aid in the distribution of merchandise. The 
practice usually followed is for the owner or his representative to offer 
his merchandise or produce publicly for sale. The buyers generally 
bid against each other, the one offering the highest price securing the 
goods. 

Fairs and Markets . — The fairs and markets of the Middle Ages were 
an important part of the marketing structure of that time. Fairs were 
organized and controlled by kings, powerful members of the nobility, 
the church, and cities. Much of the merchandise sold at the fairs was 
imported, although an appreciable amount of domestic goods was bought 
and sold. The present-day county and state fairs are a continuation, 
in a somewhat different form, of the old medieval institutidn. The 
present-day fair is used primarily as a medium of display , demonstration, 
and sampling, although some merchandise is sold, usually to consumers, 
during f the fair. As the towns grew, during the Middle Ages, local 
markets were organized largely for the purpose of selling at retail. The 
time and method of operation were carefully regulated by the town 
government or the guilds. Our present-day municipal marketer to which 
near-by farmers and truck gardeners bring their produce are probably 
an outgrowth of these o!4 markets. Important municipal markets are 
operated in Harrisburg, Pa., Knoxville, Tenn., and Milwaukee, Wis. 
The sales transaction in both the fair and the market is a private and 


1 Aqnbw, Md. 
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personal negotiation based upon inspection at the merchandise which is 
present. 

The Auction Company , — The auction was developed at an early date. 
This institution provides a public form of sale as contrasted to the private 
method at the fair and market, and as practiced by the broker and the 
commission agents. The auctioneer displays the merchandise and 
asks for public bids, and the highest bidder secures the goods. These 
institutions provide limited storage and grading service, advertising 
through the catalogue, and, in some instances, financial assistance. 
, They usually receive the goods, exhibit samples in the auction rojom, 
prepare catalogues listing the products on sale, provide an auctioneer, 
sell the- products to the highest bidder, collect the sales price, pay all 
expenses including the commission of the auction house, and remit the 
balance, with a statement of account, to the shipper. \ 

The auction provides a quick way of disposing of large quantities of 
such raw materials as furs, wool, some agricultural products, and a few 
manufactured goods in a cash market at some price. Important wool 
auctions are held in London, Liverpool, and Sydney. St. Louis is a center 
for an important fur auction. The auction is still an important instru- 
mentality in the marketing of these products as w’ell as of many others, 
such as live stock, fruits, melons, onions, rugs, furniture, and carpets. 

Large-scale auctions depend upon a large number of possible buyers 
and a supply of goods that can be sold on the basis of samples* displayed 
in the auction room. If samples are to be representative, the bulk of 
merchandise from which they are taken must be graded. 

Individual items are often sold by the auction method on the basis of 
inspection, as contrasted to selling through the organized auction house, 
on the basis of samples. This method of sale is always on a small scale 
and is much used by farmers in selling farming machinery, grain, hay, live 
stock, ’and household goods. 1 Auction companies specializing in the sale 
of fruity are located in Baltimore, Boston, Buffalo, Chicago, Cincinnati, 
Cleveland, Detroit, Kansas City, Los Angeles, Minneapolis, New Orleans, 
New York, Philadelphia, San Francisco, St. Louis, and St. Paul. One 
of the two Boston auction companies has been in business since 1847; 
one in Philadelphia was established in 1805. 

Auction companies in the majority of cases are owned by wholesalers 
who deal, in the commodities handled by the auctions. One company in 
Baltimore is reported to be owned by people outside the trade. The 
fact that auctions are owned and controlled, in so many instances, by 
dealers interested in buying through auctions has caused many producers 

* These samples are called "parts of marks” by the trade. 

•This method is utilized sometimes to dispose of jewelry, real estate, furniture, 
and many other articles of merchandise. 
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to view them with suspicion. A small ring of stockholders has an oppor- 
tunity, if it wishes to use it, of operating the auction so as to secure special 
favors at the expense of the shippers. If these marketing institutions 
are to be of the greatest service to all concerned they should probably be 
under public regulation, with full publicity given to rates, rebates, and 
handling charges. 1 

Live-stock Exchanges . — These marketing institutions are located in 
the principal live-stock markets of the country. Thar chief functions 
are to receive, unload, count, weigh, inspect, and feed the animals shipped 
to the market. The companies provide suitable pens and other facilities^ 
needed to perform the services listed above. The first stockyards were 
established in Chicago about 1848. Modem stockyards are operated in 
Chicago, Kansas City, Omaha, St. Paul, East St. Louis, St. Joseph, 
Indianapolis, East Buffalo, Milwaukee, Sioux City, Fort Worth, Pitts* 
burgh, Jersey City, Oklahoma City, Cincinnati, Baltimore, Pueblo, 
Ogden, Portland, Seattle, Atlanta, Dallas, Wichita, El Paso, and Jackson- 
ville. By 1921 there were sixty-seven important organized stockyards 
or markets in the United States. 

The primary function of the live-stock market is to provide an outlet or 
utilization for the live stock. To accomplish this, elaborate machinery has been 
set up involving many agencies. Stockyard employees, commission men, packer- 
buyers, traders, speculators, slaughterers, and meat handlers, all have a share in 
passing the live stock through the market, transforming it into dressed meat, 
and distributing the meat to the wholesale and retail trade.’ 

At the centra] stockyards, commission men sell the live animals to 
buyers representing local packers, out-of-town packers, feeders, specula- 
tors, and others. Most of the commission men conduct private busi- 
nesses, but farmers’ cooperative organizations in a number of instances 
perform this service, and they now handle a very substantial portion of 
the business at several markets.* 

The central live-stock markets furnish valuable information ’concern- 
ing supply and demand to producers and to buyers. Other important 
items o{ market information flow into and out of these live-stock markets. 
The value of this news depends, to a very considerable extent, upon the 
use of standard terminology. The importance of this factor iB well 
stated in the following quotation: 

Ever since the establishment of central live-stock markets there has been 
considerable confusion, much disappointment, and untold loss and waste, because 
of the difficulty in describing market transactions in such a way that the producer 

1 Wsu>, I,. D. H., The Marketing of Farm Product*, Chap. VII. 

* Gibbons, C. F., UJS. Department of Agriculture Bull. 38. 

* U.S. Department of Agriculture, Bull. 1440. 
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on the farm or out on the range, the slaughterer at some distant packing center, 
the trader on another market, and the student in his classroom, all would under- 
stand exactly what transpired on the market. Practically every live-stock 
market has its own standards, its individual preferences, and its own methods of 
doing business. All these matters are thoroughly understood by those who are 
on the market daily, but when an attempt is made to describe market transactions 
to someone at a distance, or to someone who is unfamiliar with practices prevailing 
at that particular market, difficulties are encountered. 1 

Hie stockyard companies are privately owned corporations subject to 
a considerable amount of supervision by the U.S. Department of Agri- 
culture. The large packers who formerly owned stock in the companies 
have bqpn ordered to dispose of their stock. The membership list of the 
Chicago Live-stock Exchange includes commission firms, bankers, and k 
few live-stock producers and shippers. The exchange, as an organization), 
does not engage in buying or selling and has nothing to do with the deter- 
mination of prices. 

Shippers usually consign their stock to some commission firm operating 
in the market where the animals are to be offered for sale.* The stock- 
yard companies unload and yard the stock in pens that have been assigned 
*4Q | the commission house. As soon as the market opens in the morning, 
prospec^fv6*l5Uyers begin making the rounds of the pens to inspect the 
overnight arrivals. When a suitable animal or group of animals is found, 
private negotiations, on the basis of inspection and shrewd bargaining, 
are entered into between the prospective purchaser and the representative 
of the commission firm stationed at that particular pen. The buyer 
usually makes an offer of so many cents a pound. The seller usually asks 
more; yet in the great majority of cases an agreement is soon reached; if 
not, the prospective buyer moves on looking for another suitable lot. 
He may come back and buy the original lot if he finds none that suits him 
better or at a lower price, and if the first ones have not been sold in the 
meantime. When a group has been sold, it is given a lot number by the 
buyer arid sent, by the commission man, to be weighed. The weight- 
master issues to the commission firm a certificate giving details as to the 
number and weight of each animal sold. The commission firm lends a 
statement to the purchaser showing the same information issued by the 
wdghtmaster, plus the price agreed upon and the total amount due. The 
purchaser approves the statement and returns it with a check for pay- 
ment to the commission firm. The commission firm usually prepares 
another statement showing the total receipts of the sale of the individual 
shipper’s animals, together with the freight costa, commission, and other 
charges. This statement, with a check for the net proceeds, is sent to the 
shipper as soon as the sales transaction is completed. 

1 V.8. Department of Agriculture, Bull. 1360 . 

■ Many farmers, however, send or truck their live stock direct to the packer*. 
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Commodity exchanges are specialised organized markets which provide 
a place where their members buy and sell commodities or contracts for 
future delivery under established rules and regulations. These institu- 
tions provide for both “spot" and “future" trading. A spot or cash sale 
is one made for some specific grade of the commodity to be delivered 
immediately. Such sales are usually made on the basis of samples 
displayed on the floor of the exchange. One of the important purposes 
of an exchange is to make possible trading in contracts for future delivery. 
The sales transactions are on the basis of standardized grades instead of 
samples. « 

The commonly recognized functions of commodity exchanges are 

J 

... to provide a convenient place for the members to meet for the purpose of 
trading or of exchanging views, to collect and disseminate market information, 
to establish and enforce rules and regulations designed to facilitate trade, to 
establish and maintain grades, to provide the machinery for arbitration of trade 
disputes, and to aid in crystallizing market values. 1 

Baer and Woodruff 2 summarize the economic services of the futures 
exchanges in the following outline: 

1. The insurance function: 

a. The exchange provides a broad market. 

b. The exchange provides a continuous market. 

c. The machinery of the exchange provides a means of offsetting and protecting 

spot transactions by contra purchases or sales of futures. 

2. The financing function : 

а. A continuous market and the ready transferability of commodities by means 

of warehouse receipts give the commodity a high degree of liquidity. 

б. Liquidity of the commodity is an encouragement to larger loans by bankers, 

and it is a safeguard to the banker. 

c. Ability to finance commodities readily enables dealers and manufacturers 
to operate successfully on smaller profit margins. 

3. The price-registration function: ® 

a. Joinder of markets by wire and cable focuses all price influences on the 
commodity exchange. 

5. All future markets are thus linked together and made one broad market. 

c. The presence of a volume of speculation insures that every known influence 
• bearing upon prices will be given weight. 

d. Interpretation of news by dealers, manufacturers, and traders assures a 

degree of anticipation of future events that would not otherwise be possible. 

4. The informative function: 

a. The exchanges gather and make public statistics of supply, traifeportation, 
and demand, useful in estimating price changes. 

5. The daily record of prices informs all interested not only of present prices 
but of the anticipated future trend. 

c. On the basis of future quotations, dealers and manufacturers are enabled 
to make their purchases and sales with a high degree of certainty. 

1 Esdiiak, H. £., American Produce Market*, p. 459. 

4 Comnod&y Exchange*, pp. 211 Jf. 
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6. The regulatory function: 

a. Exchanges regulate speculation and provide for its conduct along orderly 

lines. 

b. Exchanges’ standards of inspection, weighing, and grading contribute to 

certainty in the trade. 

The commodity exchanges furnish a continuous daily market for 
certain products and provide a public price standard. The members, 
bong highly skilled in forming judgments as to supply, demand, apd 
jpossible future values, because of their experience and market ne^s- 
gathering facilities, are in a better position to assume the risks generated 
by price changes than the individual producers, merchants, or manu- 
facturers. Their experience and operation tend to stabilize prices and to 
equalize the forces of supply and demand throughout the market area. \ 

There are commodities that, by their inherent nature, by the conditions 
surrounding their production, and for other reasons, are well adapted to a 
system of futures trading. 1 The commodity must be homogeneous or 
capable of grading according to widely accepted standards so it can be 
traded in by grade without necessity of samples or inspection. It must 
be relatively non-perishable so that a supply can be stored for future 
delivery, and there must be a considerable supply of the product. The 
product should be one for which there is a continuous demand. The sup- 
ply and demand must be uncertain ; if there is certainty as to these factors, 
prices will be adjusted and stabilized without the need of an organized 
exchange. Among the large number of products traded in on commodity 
exchanges are wheat, com, barley, rye, oats, clover, timothy, rice, alsike, 
flaxseed, cotton, raw silk, jute, rubber, coffee, sugar, tin, copper, lead, 
zinc, cottonseed oil, butter, eggs, molasses, pork products, and gasoline 
and crude oil. The last two were added in 1935. 

Important exchanges are located in Chicago, New York, Minneapolis, 
Duluth, Milwaukee, New Orleans, Toledo, St. Louis, and Kansas City. 
Some of the more outstanding exchanges are the Chicago Board of Trade, 
organized in 1848; New York Produce Exchange, established in 1850; 
St. Louis Merchants’ Exchange, organized in 1854; and the Milwaukee 
Chamber of Commerce, which was officially launched in 1868. The 
National Raw Silk Exchange, Inc., was opened September 11, 1928; 
the New York Jute Exchange has been opened since; the New York 
Rubber Exchange was opened in 1926; the Chicago Mercantile Exchange 
was organized in 1920 for the purpose of furnishing facilities for the trad- 
ing of butter and eggs. Important exchange# are found in Liverpool, 
London, and Winnipeg. 

* Jeans, F. w., Trading in Raw Silk Future*, p. 1, a pamphlet published by the 
Ne » Tort Journal of Commerce. 
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Membership. — The typical commodity exchange is organized as a 
corporation. The members elect a president, vice president, other 
necessary officers, and a board of directors. The size of the membership 
is usually controlled by limiting it to a definite number at any one time 
or by maintaining an initiation fee in excess of the market value of the 
membership stock. 

The requirements for membership in the National Raw Silk Exchange, 
Inc., furnish a typical illustration of membership qualifications. The 
candidate must be of good moral character, of sound financial responsi- 
bility, and be endorsed by two members of the exchange. His name must* 
be posted on the bulletin board for some time before action is taken by 
the membership committee. The newly elected member must subscribe 
to the by-laws and rules and all subsequent rules and by-laws. A new 
member usually obtains his seat by paying the market price. 

Members of an exchange are charged dues sufficient to pay operating 
expenses. 1 The membership of a commodity exchange usually comprises 
merchants, manufacturers, brokers, commission houses, and farmers’ 
cooperative associations. 

No one is allowed on the floor of an exchange, in the capacity of a 
trader, unless he is a member. Some members seldom, if ever, go on the 
floor, preferring to do their trading through other members. The trading 
members are of two major groups: ring brokers, who execute orders for 
other members and for outside brokers and commission men; the other 
members, so-called floor speculators, trade on their own account. 

The volume of trading on all commodity exchanges has been greatly 
reduced since 1929. This is due to lower prices, more stringent govern- 
mental control, and the general disappointment of the public resulting 
from large losses suffered during the period 1929-1933. More than 
15,428,000 bags of coffee were sold on the New York Coffee and Sugar 
Exchange in 1929; the number fell to less than 4, 232, (K)0 bags in 1932. 
More than 12,700,000 tons of sugar were sold on the Exchange*in 1929; 
the volume fell to 5,520,600 tons in 1932. 

Security exchanges are market places where securities that have been 
listed thereon may be bought and sold for either investment or specula- 
tion. These organizations are voluntary, unincorporated associations, 
limited in membership. The individuals holding memberships are the 
only ones allowed on the floor of the exchange in the capacity of a trader. 
Probably not more than two-thirds of the membership of the New York 
Stock Exchange are active brokers and traders; many outstanding 
capitalists hold seats merely for the purpose of securing the reduced 
commission charges which the rules provide between members. The 
exchange as an organization does no trading; its function is to provide 

1 Bass and Woodbott, op. eft., Chap. II. 
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trading and other essential facilities to members, regulate their conduct, 
“ maintain high standards of commercial honor and integrity among its 
members, and to promote and inculcate just and equitable principles 
of trade and business.” 

Important world stock exchanges are located in London, Paris — called 
the Paris Bourse — Amsterdam, Berlin, Tokio, and New York. Stock 
exchanges of minor importance exist in most of our major commercial 
and industrial cities. The leading security exchange in the United States 
is located in New York. The colossal nature of this marketing institu- 
tion is suggested by the following facts: The average annual sales of stock 
on this exchange during the decade 1899—1909 were 106,500,000 sharesf. 
During*the summer of 1919 as many as 2,000,000 shares were traded in k 
day. This record did not last long. More than 15,000,000 shares 
changed hands ten years later, during the memorable record day in the 
autumn of 1929. The market value of 1,127,682,468 shares of securities 
listed on the exchange January 1, 1930, was $64,707,878,131; on January 
1, 1935, approximately 1,305,420,000 shares had a market value of only 
$33,933,882,614; on this latter date 1,187 individual stock issues and 
1,540 individual bond issues were listed on the New York Stock 
Exchange. 1 

A member of the New York Stock Exchange secures his membership 
by purchasing a seat from a present owner at a mutually agreed upon 
price;* in addition, he must pay an initiation fee of $4,000, the regular 
yearly dues, and be accepted by the membership committee — i.e., he 
must be a citizen of the United States, be at least twenty-one yeare of 
age, and be acceptable, as to character, to the committee. 

Economic Sendees of the Security Exchange. — The security exchange 
performs some very important economic functions. It provides a con- 
tinuous market for listed securities. Thus anyone having money to 
invest can always find securities available; one possessing listed securities 
can always dispose of his holdings and thereby secure cash. The exchange 
serves as a collector and a dispenser of valuable market news and as a 
source of information about the firms whose securities are listed. The 
day-to-day, even hour-to-hour, trading furnishes a measuring stick as 
to the current valuation of any given security. The exchange provides a 
valuable vehicle for distributing the available capital of the country 
among thp various industries. When some industries are in a depressed 
condition, the prices of their securities fall. This is a warning to possible 
investors to investigate carefully the future prospects of such industries 

1 New York Stock Exchange Yearbook 1934. 

• A seat on the exchange sold for $626,000 in 1929; one sold for $426,000 in Decem- 
ber, 1929, only a few weeks after the panic, but by April, 1936, the price had declined 
to $66,000, the low since 1919; thft price had risen materially by the beginning of 1936. 
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before placing their funds in the securities of these enterprises. The 
stock exchange plays an important part in the marketing of securities 
erf new and untried industries — securities of businesses which the con- 
servative investing public would not buy. Speculators buy such securi- 
ties, partly on borrowed funds, and hold them until the business reaches 
a stable condition, when investors are willing to put in their savings. 

•The stock exchange, as is indicated by the foregoing statement, is an 
important instrumentality for the use of the individual speculator, 
investor, corporation, and banker. It is of service to governments in 
marketing their securities and to the consumer in making possible* 
large-scale production and marketing with resulting reduced costs of 
operation and prices. 

Owing to tremendous losses incurred during the period 1929-1933, 
from speculation on the Stock Exchange, a great popular wave of resent- 
ment arose against “Wall Street.” A demand for strict control of the 
exchanges and of the issuance of corporate securities developed. The 
Securities Exchange Act of 1934 resulted. This law provides for certain 
needed regulations governing the issuance of securities and the operations 
of brokers and investment bankers. 

Organized exchanges have certain common characteristics. They 
are non-profit associations organized to provide certain facilities for their 
members who engage in trading activities. The exchange itself does no 
trading and, of course, does not determine prices. These organizations 
are designated by several different names, e.g. y exchange, board of trade, 
chamber of commerce, and bourse. 

The location of a commodity exchange is determined by several 
conditions, such as proximity to sources of the product, sources of 
demand, and large and stable money markets. There must be a suffi- 
cient volume of trading to make the organization of an exchange f erasable; 
there must be a suitable product in sufficient quantities with a fairly 
constant large-scale demand. • 

Summary. — The term wholesale distribution comprises all those 
marketing activities necessary to effectively market goods from the 
producer to the retailer, industry, and institutions — in fact, to all buyers, 
except the ultimate consumers who normally buy from retail outlets. 
The characteristic functionaries operating in this field are wholesale 
merchants of various kinds and a large variety of agencies. The former 
group take title to the merchandise handled and perform several, if not 
all, of the marketing functions. The latter group aid in negotiating 
the purchase and sale of^ merchandise, produce, securities, and services; 
they do not take title to, and in some instances do not have physical 
possession of, the goods. Divisions of the sales organisations of some 
producers and of some of the large-scale retailers perform wholesaling 
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activities. There is some doubt as to whether these divisions should be 
regarded as part of the wholesale marketing structure. The performance 
of wholesale trade in a number of lines of goods is greatly facilitated 
through the use of such institutions as produce and commodity exchanges, 
security exchanges, auction houses, public warehouses, and stockyards. 

The expenses of wholesale distributors vary widely. This is due to 
several causes, the more important of which are the kind, amount, and 
quality of services rendered and the amount of risk involved from 
physical deterioration and from price changes. j 

•a 
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Questions for Discussion 

1. What is the distinction between wholesale and retail functionaries? 

% “Middlemen are, then, individuals, firms, or corporations that stand between 
prime producers and ultimate consumers and receive a profit for the risks they assume 
in addition to being paid for the cost of their services.” Does this include organised 
exchanges and salesmen? Why? What are the two ,major classes of middlemen? 
What are the sub-classes in each major group? Characterise each as to (a) functions 
performed, (b ) methods of operation, (c) relation to goods handled. 

Z . What are the chief types of middlemen found in the foreign-trade field? 
Bow do their services differ from* those performed in the domestic marketing process? 
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4. “The great service of middlemen to most manufacturers is the effort they 
devote to selling goods. 1 ’ What other services do they frequently perform? 

5. “The only satisfactory explanation of the wholesaler’s strength in our market- 
ing system lies in the nature of his services in the distribution of merchandise and 
in the economies thus effected.” What is the nature of his services to (a) the retailer, 
(b) the manufacturer? 

6. “In some trades there is a distinction between the wholesaler and the jobber,” 
In what trades? What is the distinction? 

7. “The middlemen operating in city wholesale markets must be located in dose 
proximity to each other, particularly when they appeal to the same class of trade.” 
Why is this true? 

8. “Within the past decade, new types of wholesalers have made their appear- 
ance, seriously threatening the existence of the older establishments.” What is the 
nature of these? Why have they grown up? 

9. The Census of Distribution for 1929 reported wholesale sales at approximately 
$69,000,000,000 and retail sales somewhat less than $50,000,000,000. The Census 
of American Business for 1933 reported wholesale sales at approximately $32,000,000,- 
000 and retail sales at approximately $25,000,000,000. How do you account for 
wholesale trade being in excess of retail sales for each period? 

10. “Whereas the commission man receives goodB from the manufacturer and 
sells them in his own name, then collects the proceeds, and after deducting his expenses 
and his commission remits what is left to his principal, the manufacturer’s sales 
agent operates within more narrow limits.” What is the difference in services per- 
formed and general status of the commission house and the sales agent? 

11. “The term ‘broker’ is usually applied to that class of middlemen who make 
it their main business to bring buyer and seller together.” When and why are brokers 
used? What are the functions of a stock broker? Of a produce broker? 

12. How do sales at auction differ from other forms of sale? When and by whom 
is this method most frequently, or normally, used? What practices of auction com- 
panies are objected to? 

13. “A commodity is not suitable for large-scale and smoothly organized com- 
petitive trading unless it is by its nature homogeneous or is artificially standardized by 
careful and authoritative grading , so that it can be traded in by name without necessity 
of samples or bulk inspection.” Cite a number of commodities which meet these 
specifications. What other conditions are necessary for futures trading? Why are 
steel, brass, coal, and lumber not traded in on organized exchanges? * 

14. What are the expressed purposes of the New York Produce Exchange? 

15. What are the proper and professed functions of a cotton exchange? 

16. “The usefulness of the produce exchanges and the desirability of their opera- 
tions have been the subject of a bitter controversy.” What have been the chief 
points In controversy? What services do the organized exchanges perform? How 
are prices determined on an organized exchange? 

17. “Besides the shipping and receiving markets there are two subordinate types 
that are of sufficient importance to warrant special consideration,” viz. f auctions and 
so-called farmers’ markets. What arc the distinguishing characteristics of each? 
Who operates in each market? 

18. “The making of a successful municipal market with maximum results necessi- 
tates virile energetic thougtft and supervision.” What are the essentials of a success- 
ful municipal market? 

19. Compare and contrast commodity exchanges with auctions; with municipal 
markets; with stockyards; with a stock exchange. 
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Assignment 

1. Problem 2, p. 124. Busby-Durant Company— Wholesalers' Functions. 

2. Problem 1, p. 120. Clermont Company— Wholesale Trade. 

3. Problem 1, p. 238. The Big Meat Packers— Wholesale Distribution. 

4. Problem 3, p. 217. M. Farnsworth & Company— Specialty Wholesaler. 
6. Problem 2, p. 115. Boston Produce Market. 

6. Problem 2, p. 259. Blackstone Company— Warehouse Distributor. 



CHAPTER VI 


THE ELEMENTS OF OUR MARKETING ORGANIZATION- 
RETAIL FUNCTIONARIES 

Purpose of this chapter: To indicate the economic position of the retailer in our * 
marketing structure; to examine the characteristic features of the independent 
retailer, the department store, the mail-order (catalogue) house, consumer coop- 
erative stores, the utility-owned store, and the company commissary; to compare 
and contrast, in a general way, the operating methods of each kind of retailer. 

Retail distribution comprises those activities necessary to market 
goods and services to the ultimate consumer. This marketing process 
may be performed by a producer or a merchant. In practice, however, 
the major portion of retail distribution is performed by a certain kind 
of merchant known as a retailer. This marketing functionary has been 
defined as follows; “Retailer — A middleman who sells to the ultimate 
consumer. He sometimes sells to institutions, but the bulk of his sales 
is made to individual consumers. He usually sells in small quantities .” 1 

The Trade Position of the Retailer. — The retailer occupies an impor- 
tant and strategic position in our general marketing organization. He 
assumes the responsibility of providing on adequate stock of merchandise 
from which the consumer makes his selections. It is obvious that the 
consumer cannot satisfy his needs and wants by going directly to the 
thousands of different and widely scattered sources of supply of merchan- 
dise and services. Ordinarily the retailer is expected to provide a 
place to which the prospective customer may come and in wluch the 
merchandise is stored, displayed, and demonstrated. His clients may 
look to him for a number of different forms of service, e.g., delivery, 
credit, alteration, and repair services. He is expected to supply mer- 
chandise and services in the amounts and qualities that meet the needs 
and wishes of his community or the class of people to whom he caters 
and at prices his clientele is willing and able to pay. His reputation in 
the community depends upon his honesty, fair dealings, civip activity, 
and business ability. The retailer, in order to secure and keep the 
confidence and patronage of the public, must perform the buying, selling, 
and other services in a* satisfactory and efficient manner. One of the 
explanations for the recent development of the various “newer types" erf 
retailers is the failure of some of the old-line merchants to live up to 

1 Recommendation of Definitions Committee, N.A.M.T, 

16S 
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their responsibilities . Competition is so keen in the retail field that only 
those merchants who operate at low cost and with a high degree of 
efficiency can hope to succeed. 

The retailer, from the viewpoint of the producer, manufacturer, and 
wholesaler, is a specialist in selling. While a number of manufacturers 
find it advisable to sell through the wholesaler, there are many others 
who find it economical or otherwise desirable to sell direct to retailers. 
The farmer sells a large quantity of his produce directly to local mer- 
chants, and, of course, the wholesaler typically sells through the retailed 
'J'he retailer, in all these instances, furnishes access to a selected 
market and provides such marketing facilities as a sales place, sales^ 
people, ^advertising, storage, financing, and many incidental business 
services. 

Ori ginall y the retailer was an independent merchant who ascertained 
the needs of his community and then attempted to find and purchase 
merchandise that would meet these needs. He was, in fact, the “pur- 
chasing agent” for the consumer. With the development of mass 
production the manufacturer began to brand his goods and to advertise 
them locally and nationally. His purpose was to “create consumer 
demand” for his particular brand of merchandise. This situation 
tended to transform the independent retail merchant into a mere dis- 
tributor of the manufacturer’s goods. The coming of the large-scale 
retail units in the form of chains, department stores, and mail-order 
houses has changed conditions somewhat. There is a strong tendency 
toward integration of retailers, wholesalers, and manufacturers, with 
the large-scale retailers dominating the situation. 

Classification of Retailers . — Our analysis and discussion of the ele- 
ments of retail marketing are facilitated by a classification of the func- 
tionaries that operate in this field. Retailers may be grouped into four 
distinct* classes. These divisions result from classifications on the bases 
of (1) organization and type of operation; (2) control and ownership; (3) 
kind of business; and (4) method of selling used. Retailers, classified 
on the baas of organization and type of operation, are as follows: 1 

1. Independent. 

2. Chain. 

3. Mailorder. 

4. Direct sellers. 

3. Commissaries. 

6. Utility operated. 

7. Other types.* 

1 Tins is one of the classifications used by the 13 B, Censes. 

'TJass. ta&sAsa TutaS., ssA rosAsAe stands, itinerant vendors, \MM& 

'departments, cooperative*, and s small group of unclassified ret ail Outlet*. 
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Under the heading control and ownership, there are 

1. Independent retailers. 

2. Corporate-owned and operated retailers. 

a. Chain stores. 

b. Branch stores. 

c. Manufacturers’ and wholesalers’ stores. 

d. Utility-owned stores. 

e. Commissary stores. 

/. Mail-order stores (catalogue). 

3. Cooperative-owned, operated, or sponsored stores. 

а. Consumer cooperative retail stores. 

б. Voluntary chains. 

(1) Sponsored by retailers. 

(2) Sponsored by wholesalers. 

Retail stores classified on the basis of kind of business or major line 
of merchandise sold produce the following list, according to the Census: 

1. Department stores. 

2. Variety stores. 

3. Men’s stores. 

4. Family clothing stores. 

6. Women’s apparel stores. 

6. Shoe stores. 

7. Furniture stores. 

8. Household-appliance stores. 

9. Radio stores. 

10. Grocery stores (no meats). 

11. Combination (groceries, meats). 

12. Restaurants, etc. 

13. Cigar stores, stands. 

14. Motor-vehicle dealers. 

15. Filling stations. 

16. Drug stores. 

17. Hardware stores. 

18. Jewelry stores. 

19. All other stores. 

We should, logically, add to this list retailers of services such as hotels, 
theatfers, barber shops, and many others . 1 

Retailers, classified on the basis of the method of selling used, fall 
into three major groups. 

1. Over-the-counter retailers. 
a . Full-service retailers. 

5. Self-service, 
c. Cash and carry. 0 

2. Mail-order retailers (catalogue). 

3. Houae-to-house seUeie. 

wj 

the 1988 survey. 
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We shall pass over without comment the classifications presented 
above and construct a classification on a multiple basis, on the 
basis of organization and type of operation and kind of goods sold. 
We believe this method of classification is more useful for our purposes. 
The proposed classification follows . 1 

1. Independent retailers. 

а. Department stores (not members of a chain, nor owned by mail-order 

houses). 

б. General stores. } 

c. Limited-line stores. 

a (1) Variety 5-and-10 and to-a-dollar stores (not members of a chain). 

♦ (2) Men’s and boys’ clothing and furnishing stores. 

<8) Family clothing stores. » 

(4) Women’s ready-to-wear specialty stores. 

(5) Shoe stores. 

(6) Furniture stores. 

(7) Household-appliance stores. 

(S) Radio stores. 

(9) Grocery stores without meat. 

(10) Combination stores. 

(11) Restaurants and eating places. 

(12) Cigar stands and stores. 

(13) Motor vehicle stores. 

(14) Filling stations. 

(15) Drug stores. 

(16) Hardware stores. 

(17) Jewelry stores. 

d. Service stores and establishments. 

e. All other retail outlets owned and operated independently, 

2. Chain-store retailers. 

a. Department stores. 

b. General stores. 

c. limited-line stores. 

Q) Variety 5-and-10, and to-a-dollar stores. 

(2) Men’s and boys’ clothing and furnishing stores. 

(3) , Family clothing stores. 

(4) Women’s ready-to-wear specialty stores. 

(5) Shoe stores. 

(6) Furniture stores. 

(7) Household-appliance stores. 

(8) Radio stores. 

(9) Grocery stores. 

(10) Combination stores. 

(11) llestaurants and eating places. 

(12) Cigar stores. 

1 The different classifications of the Census have been used as much as seems feasi- 
ble. The sub-classifications are not all-inclusive, as several kinds of stores — «.0., 
confectk>ner y> dairy products, and dry goods stores, coal and wood yards, 
newsstands, and accessory stores of various kinds — have been omitted* The list 
as given should be regarded as an illustration. 
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(18) Motor vehicle stores. 

(14) Filling stations. 

(15) Drugstores. 

(16) Hardware stores. 

(17) Jewelry stores. 

d. Service stores. 

e. Cooperative stores. 

(1) Owned by groups of wholesalers or retailers. 

(2) Owned by groups of consumers. 

/. All other chain retail outlets. 

3. Mail-order retailers, 
o. Department stores. 

b. Catalogue only. 

(1) General line of merchandise — farm implements, etc. 

(2) Limited line — mail-order merchants who specialize in selling: 

(а) Women’s dresses. 

(б) Men’s and boys’ clothing and furnishings. 

(c) Shoes. 

{d) Drugs. 

4. Commissaries or company stores (maintained primarily for the convenience of 

company employees). 

а. Department stores. 

б. Grocery stores. 

c. Combination stores. 

5. Direct selling retailers (house-to-house) who specialize in: 

a. Men’s and boys’ clothing and furnishings. 

b . Family clothing (men’s, boys’, and children’s). 
e. Women's ready-to-wear. 

d. Shoes. 

e. Furniture. 

/. Household appliances. 

g. Radios. 

h. Groceries. 

». Drugs and medicines. 

6. Utility-operated stores. 

a. Household appliances. 

b. Grocery. 

c. Combination. 

7. Service retailers. 1 

a. Personal services. 

• (1) Barbershops. 

(2) Beauty parlors. 

(3) Funeral directors. 

(4) Cleaning, dyeing, and pressing. 

b. Repair shops, 
e. Theaters. 

d. Hotels. 

e. Miscellaneous service retailers. 

*The 1033 Census of Service Establishments , Places of Amusement , and Holds 
is not confined to retailers of these services. The group designated business services 
includes a number of establishments that sell to pther business firms as well 4s to 
consumers. ** 
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We have used the six major classifications, based on the type of 
operation, used by the Census. To this we have added retailers of 
services. The sub-classifications are based on the type of organisation, 
as in the case of department and general retail stores, and on the kind of 
goods carried. Thus the group designated limited-line retail stores 
comprises those stores that handle an assortment of one line or several 
closely related lines of merchandise. A specialty store is a limited-line 
store that sells specialty merchandise. The names of the other sub- 
classes are descriptive; consequently, each title will suggest to the readier 
t£e nature of the kind of store designated. A variety store is one that 
carries a wide assortment of convenience, shopping, and, occasionally, 
sp ecial ty goods, all of low unit value. A department store is a retail 
store which has departmentized both its selling and non-selling function!? 
in order to secure more effective administrative and executive control 
over the buying, selling, personnel, service, and financial activities. The 
typical department store carries women’s ready-to-wear and accessories, 
yard goods, men’s and boys’ wear, furniture and home furnishings, 
recreational goods, electrical appliances, novelties, notions, and small 
wares. 1 The country general store carries a wide line of merchandise 
which may include, in addition to clothing, furniture, and foods, such 
items as farm implements, feed, coal, and oil products. The store, 
however, is not departmentized.* A consumers’ cooperative store is a 
retail establishment owned and managed by an associated group of 
consumers for their own mutual benefit. This type of store represents 
the consumer’s attempt to supply his needs with a smaller expenditure 
of money through a reduction in retail costs. 

The Sales Volume of Retail Stores . — The importance of the retailer 
in our economic life is indicated by the size of his payroll, the number of 
his employees and their average earnings, the number of stores, and the 
annual Volume of sales. The total retail payroll for 1929 was almost 
$5,190,000,000; owing to the depression this figure declined 43.9 per cent 
for 1933, or to slightly less than $3,000,000,000. The number of full- 
time employees was 3,833,581 in 1929; there was a decline of 29.5 per 
cent, to 2,703,325, in 1933. The number of part-time employees, 
however, increased 28.3 per cent. There were in addition 1,510,607 
proprietors actually engaged in their stores but not on the payroll in 
1929. Tl\p number increased 4.2 per cent in 1933. The average annual 
e a rnin gs for each full-time employee were $1,312 in 1929; the average 

was $986, or a decline of 24.9 per cent, in 1933. There were 1,543,158 

« 

1 These definitions follow, to some extent, those recommended by the Definitions 
Committee of the N.A.M.T. 

' When the annual sales of a general store amount to $100,000, the Cmtut ef 
American Butmtst arbitrarily classifies it as a department store. 1 
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retail establishments in 1929; the number declined only 1,1 per cent, 
to 1,526,119, in 1933. The sales volume, on the other hand, deelbr>M 
49 per cent, or from $49,114,653,000 in 1929 to $25,037,225,000 in 1938. 

Table 22 presents the sales of retailers by kinds of businesses for 
the indicated years. The data for 1929 and 1933 are Census figures; 
those for 1932 and 1934 are Department of Commerce estimates. The 
retail sales for 1934, it will be noted, were estimated at 14 per cent above 
those for 1933. 


Table 22. — Estimated Total Net Sales or Retailers, bt Kinds or Business, 

1929, 1932, 1933, 1934* . 

(Millions of dollars) 




1932, 

esti- 

mated 


1934, 

esti- 

mated 

1934, 

ye 

Per cent of 1929 sales 

Kind of business 

1929, 

actual 

1933, 

actual 

per cent 
of total 
sales 

1932, 

esti- 

mated 

1933, 

actual 

1934, 

esti- 

mated 

Total 

49,115 

25,597 

25,037 

28,548 

100.0 

52 

51 

58 

Food group 

10,837 

| 7,261 

6,793 

7,269 

25.5 

87 

63 

67 

Restaurant* and eating places 
Farmers* supply — country gen- 

2,125 

1,636 

1,430 

1,687 

5.9 

77 

07 

79 

eral stores 

Department, dry goods, and 
other general merchandise 

: 3,690 

1,218 

1,561 

1,842 

6.5 

33 

42 

50 

stores 

5,093 

3,208 

2,993 

3,352 

11,7 

63 

59 

66 

Mail order, catalogue only 

447 

201 

220 

275 

1.0 

45 

49 

62 

Variety stores 

904 

660 

678 

742 

I 2.6 

73 

75 

82 

Apparel group 

4.241 

2,331 

1,923 

2.269 

7.9 

55 

45 

54 

Automotive group 

9,616 

3,843 

4,419 

5,391 

18.9 

40 

46 

56 

Furniture and household group 
Lumber, building, and hard- 

2,755 

895 

959 

1,132 

4.0 

32 

35 

41 

ware group 

3.846 

1,380 

1,343 

1,544 

5.4 

30 

35 

40 

Cigar stores 

410 

225 

190 

209 

0.7 

55 

48 

51 

Drug stores. 

1.690 

1,182 

1,066 

1,173 

4.1 

70 

63 

a 69 

Jewelry stores 

536 

i 188 

175 

201 

0.7 

35 

33 

88 

Becond-hand store* 

148 

l 112 

105 

115 

0.4 

76 

71 

78 

Other retail stores 

2,777 

1,248 

{ 

1,182 

! 1,347 

4.7 

45 

43 

49 


* Domestic Commerce, Fob, 2, 1935. 

1929 are actual data taken from the Census of Retail Distribution. 1933 figures are actual 

data taken from the 1933 Census of American Business. The years 1932 and 1934 are estimates based 
on trends of currently published statistics. 

The reported sales of retailers declined less in dollar value from 1929 
to 1933 than the reported sales of wholesalers. The retail dollar volume 
declined 49.0 per cent during the period compared with 55.8 per cent 
decline suffered by wholesalers proper and 53.6 per cent for all wholesale 
establishments. Although there was only a slight decline in the total 
number of retailers, there was, nevertheless, a drastic reduction in* the 
number Of those in business in 1929. Those retailers going out of business 
were replaced by newcomers. Decreasing employment during the period 
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1931-1934 caused large numbers of people with little or no retail experi- 
ence, but with a small amount of savings in the bank or having the 
ability to borrow, to open retail stores. The results were generally 
quite disastrous, yet the high rate of replacement apparently continued 
to maintain the number at approximately the 1929 figure. 1 

The retail groups that lost the greatest percentage of sales were 
furniture and household-appliance stores, whose sales in 1932 were only 
32 per cent of those enjoyed in 1929 ; 2 jewelry stores, whose sales in 1933 
were 33 per cent of the 1929 volumes; farmers’ supply and country 
^general stores, whose 1932 sales were only 33 per cent of the 1929 sales; 
and,, the lumber, building, and hardware group with a low point in 1933 
of 35^>er cent of the 1929 sales. Variety stores, restaurants and eatihg 
places,* and second-hand stores, on the other hand, were least affected 
by the depression. The declines in dollar volume were 27, 33, and 29 per 
cent, respectively, of the 1929 sales. Gasoline filling stations, garages, 
and tire and battery stores enjoyed a more even sales volume during 
the period than the retailers selling new automobiles. The number of 
garages, repair shops, and filling stations actually increased during the 
period although the dollar volume of sales decreased. The volume of 
sales of automotive retailers now ranks second only to that of the food 
retailers. The sales of the first were relatively insignificant no longer 
ago than 1914. The student of marketing will immediately recognize 
the fact that the retailers who suffered the greatest decline in sales were 
those handling durable, luxury, and semi-luxury consumer goods. 
Those that suffered least were the ones selling necessities, semi-necessities, 
and low-priced convenience goods. 

The volume of sales of food retailers was 22.07 per cent of total retail 
sales in 1929; it increased to 27.15 per cent in 1933 but declined to 25.5 
per cent of the total yearly volume in 1934. There was a significant 
changb in the relative importance of combination grocery stores and 
grocery stores without meat and meat markets. Combination stores 
in 1929 accounted for approximately 36 per cent of total food-store 
business; in 1933 the volume had increased to 47 per cent of the food total. 
The percentages of the sales of grocery stores and meat markets both 
declined. The automotive group of retailers accounted for 19.58 per cent 
of total retail sales in 1929; this percentage fell to 17.65 per cent in 1933 
but increased to 18.9 per cent of total sales in 1934. 4 The sales of mail- 

1 Cf. Business Week, p. 16, Sept. 1, 1934. 

*Tbe number of radio stores declined from 16,037 in 1929 to 8,172 in 1933. Time 
were no stores, however, in this classification in 1920. * 

*JThe showing for this group was aided by the repeal of the Eighteenth 
Amendment. 

4 There were 306,403 retail stores in the automotive group in 1933; 237,388 in 
1929; only 28,768 in 1919; and <397 in 1909. 
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order retailers who use catalogues only recovered most rapidly during 
1934 from the low points reached in 1932 and 1933. The increase in 
1934 over 1933 was 25 per cent. This increase was doubtless due to 
the improved purchasing power of the agricultural districts. The sales 
of restaurants and eating places and of furniture and household retailers 
each increased 18 per cent over the 1933 sales volume. The reader can 
make a number of interesting and valuable comparisons by referring to 
the table. 

Analysis of Retailers Classified on the Basis of Types of Operation . — 
There were approximately sixty people for each store unit in 1934. 
The number of independent retailers declined 2 per cent from 1929>Mr^ 
1933, or from 1,375,509 establishments to 1,349,337 (see Table 23). / The 
independents accounted for 77.5 per cent of sales in the former year and 
for 71.2 per cent in the latter year. The number of mail-order retailers 
increased 15.0 per cent, or from 271 to 311, from 1929 to 1933. The 
sales of this group, however, accounted for only 1 per cent of total retail 
sales for each of the census years. Although the volume of sales declined 
52.6 per cent, the relative position of the group did not change. The 
number of commissaries or company stores, it will be noted, increased 
101.0 per cent; the relative sales position improved by one-tenth of 1 
per cent. This was due to the fact that the volume of sales declined 
only 17.3 per cent. The number of stores operated by utility companies 
increased slightly; there was no change in the relative sales position, 
but the sales volume declined more than for all retailers combined, viz., 
53.4 per cent. This is approximately the same percentage decline 
as that suffered by the independents. The number of direct-selling 
retailers increased by the largest percentage, 323.0 per cent, or from 1,661 
to 7,026. The relative sales position increased from 0.2 to 0.7 per cent, 
or 3J£ times. The volume of sales increased 99 per cent. The spectacu- 
lar showing of this group is due, no doubt, to the large number of otherwise 
unemployed people who attempted to earn a living by selling merchandise 
from house to house. 

We have no comparative figures on retail service establishments as 
no census was taken prior to the 1933 count. The Census of American 
Business counted 502,416 establishments selling personal services, 
business services, mechanical repair services, miscellaneous services, 
amusement and entertainment services, and hotel services. If we 
subtract the classification business services, much of which is not sold by 
retailers to individual consumers, we have remaining service establish- 
ments that sell chiefly to* consumers. 1 With this adjustment, we have 

1 The reader will immediately recognize that this census did not purport to cover 
all retailers of services. Thus the services of the professions, transportation, com- 
panies, governmental units, and many others are not included ftf. Chap. XII). 
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464,495 service retailers for 1933 , who accounted for $ 2 , 101 , 739 , 000 , or 
or 70.12 per cent of the total amount reported for the entire service 
group. The personal service group, comprising 405,296 esta b l ishmen ts, 
accounted for $1,065,972,000, or 38.6 per cent of the total; 10,265 theaters 
secured $415,153,000 of sales, or 15.04 per cent of the total; and 29,462 
hotels did $515,549,000 worth of business, or 18.67 per cent of the total. 


Table 23. — Comparison or Retail Stokes bt Ttpeb or Operation 1 
(Sales are stated in thousands of dollars) 


Type 

Number of stores 

Per 


Sales 


| 

1933 

1929 

change 

1933 

Ratio 

1929 

Ratio 

Independents 

1,349,337 

1,376.609 

- 2.0 

$17,826,662 

71.2 


77.5 

-63.2 
— 36.8 

Chains 

141.603 

148,037 

- 4.3 

6,312.769 

25.2 

9.834,846 

20.0 

Direct selling 

7.026 

1,661 

+323.0 

187.368 

0.7 

93,961 

0.2 

+99.4 

Mail order 

311 

271 

ffilfo 

244.381 

1.0 

515.237 

1.0 

-52.6 

Commissaries 

2.719 

1,347 

+ 101.0 

96,578 


115,583 

0.3 

-17.3 

Utility operated 

4,127 

4.063 

+ 1.8 

76,079 

0.3 

163,371 

0.3 

-53.4 

Other types 

Service establishments* 
(adjusted). 

20.996 

464,496 

12,280 
No data 
for 1929 

+ 71.0 

294,488 

2,101,739 

1.2 

310,151 
No data for 
1929 

0.7 

- 6.0 


1 " Analysis of the Retail Census for 1933 According to Types of Operation — Chains, Independents, 
and other Types/' Bureau of the Census. 

* Census of Service Establishments, Amusements, and Hotels, 1933. 


Chain stores improved their relative sales position from 1929 to 1933. 
The number of stores declined from 148,037 to 141,603, or 4.3 per cent. 
It will be noted that this was more than two times the decline of inde- 
pendents. The chains, however, secured only 20 per cent of the total 
retail merchandise business in 1929; their proportion increased to 25.2 
per cent in 1933. 

Geographical Distribution of Retail Stores and Retail Sales . — The effect 
of the depression on the volume of retail sales varied considerably in the 
different geographic divisions of continental United States. The decline 
in dollar volume for 1933 ranged from 53 per cent of the 1929 sales, in 
each of three divisions, viz., East North Central, East South Ceiftral, and 
Weat South Central, to a decline of only 41 per cent in the South Atlantic 
division (see Table 24). 

- The. Middle Atlantic and the Pacific divisions were slightly less 
adversely affected than the country as a whole, whereas the West North 
Central was affected adversely slightly more than the country as a whole. 
The retail sales in the various divisions apparently reflect the ill effects 
of the depression quite accurately. The relative position or rank of the 
various divisions, measured on a percentage of total retail basis, 
did not change. Thus the Middle Atlantic division, whieh held first 
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place in 1929, was likewise in first place in 1933. This division accounted 
for 25.0 per cent of total sales in the former year but increased its per- 
centage to 26.5 per cent in 1933. Hie East North Central division 
retained second place in 1933. Its proportion of sales was 22.93 per cent 
in 1929, but it lost some of this in a decline to 21.22 per cent in 1933. 
The proportion of retail sales attained in the West North Central division 
declined from 10.73 to 10.55 per cent. The Mountain division remained 
at the bottom of the group and shows a decline from 3.15 to 2.95 per cent 

Table 24. — Comparison of Stores and Sales bt Geographic Division, 1933 and 

1929 1 








7 

r 







Percentage 


Number of stores 

Net sales 


of total 







eales 

Geographic di virion 











1933 

Per 

1929 




1933 

1929 

(000 

cent 

(000 

1933 

1929 




omitted) 

change| 

omitted) 



United States 

1,526,119; 

,543,158|S25 037,225! 

-49 $49, 114,653] 

100.0| 

100.0 

New England 

105.646 

108,764 

167,760 

-43 

3,785,8691 

8.66] 

7.71 

Middle Atlantic. . .. 

358,489| 

385,3021 

,633,819 

-48 

12,717,899 

26.60 

26.90 

East North Central. 

327,771 

317,667 

,314,073 

-53 

11,262,958! 

21.22 

22.93 

West North Central. 

180,307 

170,644 

.641,958 -50 

6,269,564] 

10.661 

10.73 

South Atlantic 

168.2001 

169,0681 

,477,028 

1 ~ 41 

4,201,755 

9.89| 

8.66 

East South Central 

83,270 

89.199 

,025,923 

] -53 

2,171,995! 

4.10| 

4.42 

West South Central. 

132,505! 

135,482 

.751,553 

-53 

3,727,371 

7.00 

7.69 

Mountain 

44,301 

44,661 

739,514 

-52 

l,548,660j 

2.96] 

3.16 

Pacific - . 

125,630 

122,371 

,285,497 

-48 

4,428,602] 

9.13 

9.02 


* From Ceneue of American B urines*, Retail Distribution , 1933, by arena, table published in Domeetie 
Commerce. 

of total sales. It is interesting to note (see columns 1 and 2 of the table) 
that some of the divisions, viz.. East North Central, West North Central} 
and the Pacific, show increases in the number of stores while suffering 
a substantial decline in sales volume. The figures indicate, therefore, 
a drastic decline in the volume of sales per store in these geographic areas. 
Each of # the other divisions, however, had a greater decline in volume of 
sales than in the number of stores, so they suffered a s imi l ar ly unfavorable 
situation to a somewhat less degree. 

Relation of Volume of Sales to Size of City .— The retail stores located 
in the larger cities, as might be expected, enjoyed a larger volume of sales 
per store than those in smaller cities. Thus 19 per cent of the retail 
stores were located in ci&es having a population of 600,000 and more. 
The volume of sales of this group, however, comprised 26 per cent of the 
total sales of the country. This fact is all the more noteworthy since 
this group of cities accounts for only 17 per dbnt of the total population. 



m 


THE MARKETING PROCESS 


The relatively favorable sales results may be explained by one or two 
possibilities, viz., that the consumers in these cities enjoyed a more 
favorable purchasing power, and/or that the stores in these cities drew 
a substantial volume of trade from a wider area outside the city limits 
than was the case in the smaller cities. Table 25 presents in summarized 
form the data relative to stores and sales by size of city. The cities of 
100,000 population and more contained 29.6 per cent of the total popula- 
tion of the country, 33 per cent of the total number of stores, and secured 
46 per cent of the total volume of sales. Those cities having populations 



25.- -United States Summary — Percentage or Stores and Sales by 

op City 1 



City, size groups 


Totals, 1933 

500.000 or more 

250.000 to 500,000 

100.000 to 250,000 

All cities 100,000 or more. . 

75.000 to 100,000 

50.000 to 75,000 

30.000 to 50,000 

20.000 to 30,000 

10.000 to 20,000 

5,000 to 10,000 

2,500 to 5,000 

All cities, 2,500 to 100,000. 
All other areas 


Percentage 

Percentage 

Percentage 

of 

of 

of 

population 

stores 

sales 

100.0 

100 

100 

17.0 

19 

26 

6.5 

7 

11 

6.1 

7 

9 

29.6 

33 

46 

1.8 

2 

3 

3.5 

4 

5 

3.9 

4 

5 

3.2 

4 

4 

5.6 

7 

7 

4.8 

7 

7 

3.8 

6 

5 

26.6 

34 

36 

43.8 

33 

18 


1 “Stores and Sales by Sise of City,*' Census of American Business , Retail Distribution , 1933 (special 
report). 


between 2,500 and 100,000 had 26.6 per cent of the population, 34 per cent 
of the number of retail stores, and secured 36 per cent of the total retail 
merchandise business. The remainder of the country, which had 43.8 
per cent of the population and 33 per cent of the stores, accounted for 
only 18 per cent of the business. This group evidently comprises a 
large number of small retail outlets, since approximately the same 
number of stores, viz., one-third of the United States total, had access 
to almost 44 per cent of the population yet secufed only one-half as much 
business as the stores in the cities having populations ranging from 2,500 
to 100,000, and less than 40 per cent of that received by an equal number 
of stores in cities of 500,000 and more population. The relative standing 
underwent practically no change from 1929 to 1933. 
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Food stores comprise 41 per cent of all retail stores in cities of 500,000 
and more and secure 28 per cent of the total retail merchandise business* 
This same class comprises 23 per cent of all stores in areas of 2,500 and 
under and do 23 per cent of the retail business. Country general stores 
do a large proportion of the food retailing business in these areas. 
Seventy-eight per cent of the sales of apparel stores occurred in cities 
of over 30,000 in each of the census years. The cities between 10,000 
and 30,000 and places under 10,000 each accounted for 11 per cent of the 
business of apparel stores. The lumber-hardware retail stores located 
in cities of 30,000 and more, secured 46 per cent of this type of business 
in 1929 and only 39 per cent in 1933. This type of retailer locate$Mn 
places under 10,000 did 40 per cent of this kind of business in 1929 and 
increased the amount to 47 per cent in 1933. The farmers-country 
general stores did 90 per cent of their business in places under 10,000 
in 1929 and 87 per cent in 1933 ; they secured in 1929 only 6 per cent of the 
total business for this group in cities above 30,000 and 7 per cent in 
1933. 

The following quotation indicates how the number of kinds of retail 
stores and their volumes of sales are affected by the size of city. 1 

The largest cities contain the greatest proportion of food stores, and 41 
percent of all stores in such cities are food stores. In the areas of less than 
2,500, the proportion of food stores drops to 23 percent; but country-general stores 
replace them, so that food stores and country-general stores combined constitute 
the same proportion of total stores as in the largest cities, or 41 percent. Food 
stores in the largest cities account for 28 percent of the total retail business in such 
cities, whereas their proportion in the small communities is 23 percent. At least 
one-half of country-general stores sales represents food; the 23 percent for food 
stores is thus increased to 36 percent, or more, which is a conservative measure of 
the proportion of retail business in the small communities representing the sale of 
food. Typically, food stores constitute about one-third of the total ntimber 
of stores in an average city and they do about 30 percent of all retail business in 
such cities. 

Restaurants typically constituted 13 to 14 percent of the number of retail 
stores and they account for about 5 percent of the total retail business of the 
average city. The smaller the city the smaller the proportion of retail business 
which is accounted for by the restaurants; on the other hand, in the largest cities 
restaurant sales represent 8 percent of all the retail business in such cities. 

General-merchandise stores typically represent about 3 percent of the stores, 
but they account for 16 to 18 percent of the total retail business. This proportion 
falls off rapidly in cities below 10,000 population, where the proportion of stores 

• 

1 “Stores and Sales by Size of City/’ Census of American Business t Retail Distribu- 
tion, 1983, p. VII. This report contains tables showing for the United States and for 
each geographic area the number of stores and sales in each sise-of-city group and 
tables showing similar information for each state. 
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Is no less but their sales average only 5 percent of the total sales in the small 
towns and rural areas. 

Apparel stores constitute as much as 9 percent of all stores in the larger cities 
and in characteristic cities of 30,000 to 100,000 they average 8 percent of all 
stores. Typically, they account for 9 to 10 percent of total retail business in 
the average city, but only 1 percent in areas under 2,500 population (This is the 
measure of apparel store sales, not of apparel sales). 

Both motor vehicle dealers and filling stations increase in relative importance 
to other business in inversed proportion to population. In the largest cities 
they constitute 6 percent and 4 percent respectively of all retailers, and together 
^fchey do 11 percent of the business. In cities between 30,000 and 100,000,1 the 
automotive group accounts for 16 to 18 percent of all retail places of business, 
equally divided between filling stations and other automotive. Filling stations 
in such cities do 6 percent of the total retail business of those cities, and the 
remainder of the automotive group (principally motor vehicle dealers) do 12 to 
13 percent. In areas of less than 2,500 population, filling stations constitute 
18 percent of all retail places of business and account for 11 percent of the entire 
retail sales in such areas, with the remainder of the automotive group accounting 
for 12 percent. 

The furniture and household group in typical cities constitutes 3 percent 
of all retail stores and accounts for 4 to 5 percent of all retail sales in such 
cities. 

Lumber and building material dealers in cities of 30,000 to 100,000 account 
for 4 to 5 percent of all retailers and the same proportion of sales. 

Drug stores, almost without regard to the size of the community, constitute 
4 percent of all retail stores and account for about 4 percent of all retail sales. 

The Independent Retailers. — The independent store is one that is 
individually owned and operated. The typical independent retail 
store is small. It may be owned by a single proprietor, a partnership, 
or a company. It may be a member of a cooperative chain. In the 
latter instance it loses some of the characteristic features of the typical 
independent. The typical independent store is a limited-line store; 
there are, however, many independent variety, general merchandise, 
country general, dry goods, and department stores. The independent 
store is the most numerous of all retail stores and at the same time has 
the greatest aggregate sales volume. The limited-line store &as been 
the dominant type of retail institution since it displaced the old country 
general store many years ago. This general store was a social institution 
as well ms a marketing functionary. It was in this type of store that 
the people of the villages and countryside met to gossip, pass the time 
of day, discuss political, social, and religious | questions, as well as to 
purchase everything needed in the home and on the farm. This local 
merchant was a buyer of a large portion of the farmer's produce. The 
general store was a high-cost institution because of its low rate of stock 
turn and high credit risks . 4 
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With the growth in population and increase in purchasing power there 
came a demand for greater variety, better quality, and lower prices. 
The unit store tended to specialize; thus there developed shoe, clothing, 
hat, grocery, drug, hardware, jewelry, musical instrument, dry goods, 
furniture, and other kinds of retail outlets. 

The outstanding advantages of this type of establishment have been 
its wide assortment of merchandise in the line or lines stocked, convenient 
locations, and the personal attention given the whims and idiosyncrasies 
of the customers. The unit store has, on the other hand, some well- 
known disadvantages. One of its outstanding weaknesses is inefficient 
management. Since anyone with a few dollars can “start a stoysff’* 
many people who know little or nothing about buying and sellin^have 
entered the field. The mortality rate has been appalling. The Louis- 
ville survey indicated that thirty-two independent retail grocery stores 
were being opened in that city every month, and that an average of 
thirty were failing or going out of business during the same period. 1 
The Buffalo survey of the mortality of retail grocery stores found that, 
of the 685 stores that started in business in 1926, only 32.5 per cent were 
in existence one year later; of the 734 that started in 1925, only 23.7 per 
cent were in existence two years later; while of the 569 that began in 
1921, only 9.5 per cent were still in business six years later.* Dr. Julius 
Klein is reported to have made the following statement:* 

Repeated analyses of failures and near-failures among retailers in all parts of 
the country bring out the fact that considerably less than 5 per cent of the 
failures among independents last year were due to competition. On the other 
hand, incompetence is responsible for anywhere from 32 to 80 per cent of the 
casualties in their ranks, dependent upon the locality and the trades involved. 

Another element of weakness arises from their small volume of sales. 
This reduces their buying power and their opportunity to use, effectively, 
newspaper advertising. Attempts have been made recently to meet 
these two disadvantages by forming cooperative associations for buying, 
selling, and research. Considerable success is being secured by adopting 
many 'tchain-store” methods in the way of large-scale buying, standardi- 
zation and amplification of merchandise lines regularly stocked, control 
of inventory, better store layout and stock display, and record keeping. 
There are now probably more independent stores which are members of 
voluntary chains than there are units in chain-store systems. 4 

1 Klllbrexzk, Wai/hsb, “The Handwriting on the Wall for Grocery Manu- 
facturers,” Sale* Managcmeri, July 6, 1929. 

* McGarrt, Statistical Survey , University of Buffalo Bureau of Business and Social 
Rceearck, Vol IV, No. 1. 

1 “Chain Store Progress," p. 4, October, 1929. 

4 Dr. Paid Nystxom, 
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Status of the Independent Store . — The independent limited-line 
retailer, because of his traditional weakness, views with suspicion and 
alarm the development of new and strange forms of competition in the 
retail field. The growth of the department store in the cities was 
regarded as a menace to the established trade. It was believed to be a 
part of the so-called trust movement and as such would eventually drive 
out the local small-scale retailers. While the department store grew 
rapidly and doubtless secured much business that would otherwise have 
gone to some of the poorly managed unit stores, the trade in rime 
came to realize that the new organization filled an economic function in 
<j%Nvjnarketing organization but that it could not displace the small 
retailor. The new institution grew because it supplied certain services 
more effectively and satisfactorily than the existing stores. 

The next development to worry the retailers, especially those located 
in the villages and small cities, was the mail-order house. The local 
merchants attempted to create a public opinion hostile to the new menace. 
The commonly accepted method of meeting the situation was to appeal 
to the local community to “trade at home,” “keep your money in the 
community,” and “do not aid Wall Street, the trusts and monopolies.” 
Legislation was resorted to in the vain effort to keep business from going 
to the mail-order houses. As in the case of the department store, this 
new institution met a real economic need of the farmer and the people 
in the small town. After a while the bitter feeling diminished and the 
position of the mail-order house was recognized and accepted. 

A third disturbing factor appeared in the form of the house-to- 
house canvasser. We have had, it is true, pack peddlers and itinerant 
merchants more or less continuously since colonial days; however, it 
was not until after the close of the World War that the canvasser caused 
the local retailer much concern. Legislation was resorted to in an effort 
to keep out this undesirable interloper. The widespread use of this 
system, however, was its greatest weakness. The frequent ringing 
of the doorbell tended to annoy the housewife to such an extent that she 
developed a more or less hostile attitude toward the house-to-house 
salesman. The plan apparently has a place in our retail organization, 
yet its use is definitely limited. 

The rapid growth, since 1920, of the chain store has, perhaps, excited 
the independent unit retailer more than the development of any of the 
other types. He has learned, after several years of experience, however, 
that he cannot prevent business from going to the chains, mail-order 
houses, and the department store by emotional appeals. He is beginning 
to recognize that the large-scale retailers have certain advantages in 
better management, locations, buying facilities, more balanced and 
timely stocks, and, in some instances, lower costs. 
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It may be said that the independent unit store has continued to grow 
in numbers all this time because it h as a definite and important place 
in our marketing organization. The prosperity of the independent 
retailer as an individual merchant depends upon his ability to personalize 
his store and his services, to perform the functions of retailing in an 
efficient and satisfactory manner, and to supply his clientele with the 
kind, quality, style, and variety of merchandise and services when, where, 
and in the way they want them, and at the price they are able and willing 
to pay. As soon as he becomes aware of the fact that he must reduce 
his costs through more effective merchandising methods, he will be in a 
position to meet the large-scale retailers on a satisfactory basis, ja*ad 
make the most of the advantages that go with personalized small-scale 
retailing. 

The following statement, attributed to Professor Nystrom, gives a 
well-balanced opinion concerning the competitive status of the small 
independent retailer. 1 

The small store continues to be a field of opportunity for men and women 
with limited capital who want to run their own businesses. The requirements 
of retailing are much the same regardless of the type of ownership, and in their 
simplest terms are as follows: (1) A good location; (2) a suitable building; (3) lay- 
out and equipment that help to sell goods; (4) adequate lighting, heating, ventila- 
tion; (5) order and cleanliness; (6) merchandise which people want; (7) effective 
display of goods; (8) intelligent salesmanship and service that sells and makes 
friends; (9) advertising that brings customers to the store; (10) reasonable prices 
that customers are willing to pay. Two other necessities are competent manage- 
ment and adequate control. There is not a single one of these 10 requirements 
which cannot be as effectively provided by small independent stores as by chains 
or department stores. 

The Operating Costs of the Independent Unit Retailer . — The high 
mortality rate among unit retailers has directed public attention toward 
the operating costs and volume of sales of this class of merchants. There 
is evidence to support the conclusion that there is a minimum volume of 
sales below which a retailer cannot go without being an economic burden 
to society. What this minimum is depends upon the kind and type of 
store and its location.* 

The total reported expenses of independent retailers in 1929 were 
$7,791,221,000, or approximately 15.8 per cent of total sales; in 1933 
total reported expenses were $4,529,250,000, or approximately 25.41 

1 From an address by Dr. Paul H. Nystrom, before the Fourth Annual Retail 
Conference at PennsylvaniaeState College, October, 1934, Summary reported in 
Domestic Commerce , Dec. 10, 1934. 

* One study of 1,400 business bankruptcies in a metropolitan area revealed that 
one-half of the failures were due to poor management and that 02 per cent of the 
bankruptcies occurred among retailers. ♦ 
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per cent of sales. 1 Total reported expenses declined 41.9 per cent from 
1929 to 1933, and total payroll expenditures declined 48.9 per cent; but, 
since sales declined more than expenses, the costs stated as a proportion 
of Bales increased greatly during the period. 

Total expenses of retailers vary considerably according to (1) kind 
of business, (2) volume of sales, and (3) location, e.g., by geographical 
divisions, by size of city, and the location within the city, t.e., central 
business district or outside this section. 

The census of retailers in eleven cities* showed that the independents 
had 84.9 per cent of the stores but did only 71.9 per cent of the business. 
Twenty-eight per cent of the independents had annual sales of less than 
$5,006, while 88.65 per cent enjoyed annual sales of less than $50,00Q. 
Only 11.34 per cent of the independents succeeded in securing sales of 
above $50,000, yet this group did 70.53 per cent of the total business done 
by the independent retailers. The 1933 Census revealed the fact that 
the independents comprised 88.4 per cent of the number of stores but 
accounted for only 71.2 per cent of the sales; in 1929 approximately 
tire same proportion of stores secured 77.5 per cent of the total sales. 
Two-thirds of the stores in the State of Georgia, for example, had sales 
of less than $10,000 per store in 1933 ; 56 per cent fell in this class in 1929. 
Hie big increase in the percentage of small-volume stores was due, 
no doubt, chiefly to the decline in prices. This group of stores, however, 
accounted for less than one-sixth of the retail sales of the state, fifty- 
one per cent of the stores in the state were located in rural places, i.e., 
in towns of less than 2,500 population, but the stores so located secured 
only 26.68 per cent of the total retail sales. Stores with annual sales 
of from $1,000 to $3,000 accounted for 21 per cent of the number of 
stores, yet these small-scale operators secured only 3 per cent of the 
sales. The situation was somewhat different in Connecticut where 
25.4 per cent of the stores which secured 20 per cent of the total retail 
sales were located in rural places. Stores with annual sales of less than 
$5,000 comprised 38.1 per cent of all retail stores of the state yet did 
only 4.4 per cent of the total volume of business.* 

The great majority of independent retailers are clearly small-scale 
merchants. Sixty-four per cent of all stores in 1933 did less than $10,000 
of annual business and accounted in the aggregate for 13.85 per cent of 

* Hum expense figures are not the total retail cost figures; no compensation for 
services of proprietors working in their stores and no interest on owned invested 
capital are included. 

* "Retail Census Statistics of Eleven Typical American Cities," quoted from tire 
Retail Ledger, first July issue, 1628. 

: * Mnsnsoix, W. H., "A Study of the Location of Small and Large Retail Outlets 
la Rural and Urban Places" (Georgia and Connecticut), Domestic Commerce, Mar. 
20 and 30, 1635. ♦ 
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the total retail sales. This group comprised only 43.66 per cent of the 
total number of stores and secured only 6.69 per cent of total sales in 
1929. Stores with less than $50,000 annual sales comprised 94.39 per 
cent of the total number of stores in 1933. If we assume the net profit 
of this type of retailer to be 2.5 per cent, those having sales of $5,000 
and less will receive a maximum weekly profit of approximately $2.40. 
Those having sales of $50,000 will receive profits of less than $25 per week. 

The upper 25 per cent of the approximately 400,000 independent 
retail grocers do 65 per cent of all the business done by the entire group. 
The average volume done by a grocer in this upper group is more than 
five times as great as the average volume of the other grocers. 1 , ^ 

The National Retail Hardware Association made an analysis of some 
1,267 reports received from hardware merchants. 2 This study showed 
that only 65 per cent of those reporting made a profit and that merchants 
having annual sales of less than $40,000 rarely made a profit. Small 
stores in large cities experienced the greatest difficulty, while dealers 
located in towns of less than 10,000 population made the most money. 

Total expenses for drug stores, classified according to geographic 
sections of the country (see Table 26), are given for illustrative purposes. 


Table 26. — Total Expenses of Drug Stores 1 
(In percentage) 


Eastern 

Central 

North Cen- 

Western 

Southern 

Middle West- 

States 

States 

tral States 

States 

States 

em States 

27.8 

27.1 

25.5 

29.1 

28.2 

33.0 


1 Operating Expense*, Merchants Service Bureau. National Cash Register Company. Figures 
originally collected by Druggists’ Research Bureau, Cinohona Club, and Retail Druggists Association 
of St. Louis. 


* 

The costs in any particular geographical section will be affected by 
factors that influence the volume of sales, e.g., weather conditions, pur- 
chasing power of the population — which is affected by the degree of 
prosperity enjoyed by the agricultural, industrial, and professional groups 
—and local habits and customs. Costs may vary as a result of differences 
in rent, interest rates, freight costs, salaries and wages, competitive 
situations, local or sectional taxes, and a number of other conditions. 

Variation in costs, due to different locations within the s&m^dty, is 
indicated in Table 27. Some types of stores thrive in central business 
districts where absolute regits are high but where the relative rent expendi- 
ture may be low owing to the large volume of sales that can be secured 
in such locations. Other types of business must seek lower rent districts 

1 14 Food and Grocery Facta,” Progressive Grocer, January, 1934. 

1 Blue book issue of the Hardware Retailer, July, 1929. 
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outside the central shopping sections because they cannot hope to secure 
sufficient tales volume to pay the high absolute rents charged in the 
central shopping district. 

The following statement by Mr. Bolph in the St. Louis report indicates 
the relation between location and costs of operation: 

The average operating-expense ratio for all retail businesses combined is lower at 
locations in the rest of the city than in the central shopping district. Also the ratios 
are lower in the rest of the city than in the central shopping district for most retail 
businesses, considered by kind, and for most retail businesses considered individually; 
kinds of businesses for which the foregoing statement is not true are department snores; 
variety stores; and the highly specialised kinds of business, such as coffee, tea A and 
spices; millinery stores; custom tailors; and radio and electrical shops . 1 \ 

The data in the table indicate also the influence of the volume of sates 
on the cost figures. Stores with sales above the average tend to have 
lower expense figures than stores with a sales volume below the average. 
Individual differences among stores as well as among people are common. 
Under the heading variations in costs, the reader will note the wide range 
in costs among stores of the same kind. The median for each group is 
given. This figure is a representative indicator of central tendency. 
No explanation is available for the extreme variation in the costs among 
custom tailors, household-appliance stores, cigar stores without fountains, 
and music stores without radios. A guess is that sales volume was too 
low for a relatively high overhead cost. 

Seventy of the 124 different kinds of retail stores studied were repre- 
sented in both the central shopping district and the rest of the city. 
More than half of these 70 lines represented in both districts are con- 
ducted at a lower cost ratio in the central shopping district. 

Department Stores. — The department store is a large-scale retail insti- 
tution that is organized on a departmental basis and sells over the counter 
man^ lines of merchandise including, among others, dry goods, ready-to- 
wear, and notions. Some of the larger department stores have more 
than a hundred departments with a manager for each department. 
Many stores of this type claim to carry “everything for the home” and, 
in addition, merchandise to meet the needs of sport, outdoor 4ife, and 
the automobile. More than 200,000 people have been known to enter 
one of the larger stores during a single day; the annual sales of one of 
the largest have been estimated in excess of $100,000,000.* 

1 Bourn and Cabboll, “Retail Operating Costa within a Metropolitan Com- 
munity/' U& Department of Commerce^ Bureau of Foreign and Domestic Commerce* 
Ser.S 8* * 

* The Census of American Business states that the distinction (according to its 
definition) “between department stores and dry goods stores is that department 
stores sell a greater variety of merchandise than merely dry goods and women's 
apparel (niraaUy including furniture or other household lines and men's lines), whereas 



27 ,-— O pera ting Costs or Independent Retailers in a Metropolitan Community, Showing Variation in Costs 
According to (a) Individual Units, (6) Location, and (c) Volume op Sales 1 
(Expressed as a percentage of sales) 
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The American department store was developed and popularised by 
Stewart in New York, John Wanamaker in Philadelphia, and Marshall 
Field in Chicago. The rapid growth of cities, development of electrically 
driven street cars, daily newspapers, increased purchasing power of 
consumers, and constantly rising standard of living were important 
factors in making possible the growth of department stores. Since this 
type of retail institution operates on a large scale it must have, as a 
possible market, a large group of people concentrated in a relatively 
small area, such as a modern city. The store is usually located in the 
central shopping district so as to be easily accessible to a large portion 
of the population. The street car, elevated lines, and subways furnish 
acceptable transportation facilities from the outlying residential sectiojns. 1 
As the purchasing power of the urban population increased, the demand 
for greater variety, better quality, and lower prices grew. The depart- 
ment store management endeavors to meet this demand. 

The Status of the Department Store. — This marketing institution 
had its most rapid growth from 1914 to 1921, although it has been an 
important factor in retailing since 1890. It grew because of the values 
and services given and the opportunity offered the women purchasers 
to “shop,” i.e., to go about through the various departments, comparing 
qualities, prices, styles, and values, to their hearts' content. 

Department stores declined in number from 4,221 in 1929 to 3,544 in 
1933 ; 2 sales volume declined 41 per cent. Total sales in 1933 were 
reported as $2,538,258,000. Employment declined almost 25 per cent, 
and the average earnings of the employees declined from $1,243 to $990, 
or approximately 20 per cent. This group of retailers did more than 
10 per cent of the total retail business in 1933. 

The early leaders in the field prided themselves on their ability to 
find and display new and unusual merchandise which could be sold at 
popular prices. Buyers were sent to all parts of the world in search 
of good values. The large volumes of sales which these stores are able 
to secure, because of their merchandise, location, advertising, services, 
and price policies, make possible certain economies, such as large-scale 

- — — — 4 

dry goods stores appeal primarily or exclusively to women customers. A dry goods 
store with sales exceeding $100,000 becomes a department store if, and when, it adds 
furniture, household appliances, hardware, and/or men’s clothing and furnishing. 
If its sales are less than $100,000 per year, it becomes a general merchandise store.” 
Retail Distribution by Areas, Bureau of the Census. 

1 Before automobiles became so numerous, they furnished excellent transportation 
facilities to the down-town shopping district. Their alnost universal use has brought 
such serious parking difficulties that a demand has arisen for stores located in outlying 
shopping districts where there is convenient par king space. 

*The Census of 1920 reported more than 11,000 department stores. This larger 
number was probably due to the fact that a different definition was used aft Us* time. 
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purchasing with quantity discounts, while a strong financial position 
makes possible cash discounts. The very size of the store tends to 
create prestige for the firm, makes possible departmentization, more 
specialized training on the part of executives and other personnel, and 
better control over costs, sales, and profits. The large size of the building 
permits effective layout of departments and striking displays of merchan- 
dise. Since the management appeals to a large portion of the population 
of the city and surrounding smaller cities, large newspaper space can be 
used to good advantage. The aim of the management is to bring people 
into the store and keep them in it as long as possible. Bargains in 
certain departments may be widely advertised to bring people in, with 
the expectation that they will see and buy other articles not advertised. 
Restaurants, beauty parlors, postal stations, rest and reading rooms, 
children’s play rooms, libraries, lectures, movies, free parking privileges, 
and other forms of service are provided so as to make it unnecessary for 
the customer to leave the building until she has satisfied her needs. 
Charge accounts are solicited, and prompt deliveries of merchandise 
to the customer’s home are made for the purpose of increasing sales 
volume. 

This type of institution, however, has certain disadvantages. While 
the large size provides the opportunities for specialization and the 
economies mentioned above, the owner of the store finds it impossible 
to maintain the “personal” touch found in the small-scale retail stores. 
The clerks are hired, trained, and supervised by “hired” men; the buyers 
and other important executives may not have the interest of the owner 
in the success of the business. Many sales are lost and much ill will is 
created through the indifference of the personnel of a large department 
store. Attempts, through the use of stock-purchase plans, bonuses, 
benefits, gifts, and the like are being made more or less successfully 
to offset these disadvantages. * 

Competition among retailers to give more and better services, to have 
more pretentious buildings and equipment, and to dominate the market 
with advertising has tended to increase operating expenses more rapidly 
than grdss profits can be raised. A slight decline in sales volume may be 
quite serious in such instances. High overhead, sales, and advertising 
expenses are characteristic of the department store. 

Some of the small department stores have formed associations for 
buying so as to reduce the cost of merchandise purchased. Others 
have established branches in the suburbs or even in other cities; in a 
few instances chains of flep&rtment stores have been organized. This 
plan proved somewhat disappointing during the depression years. Toe 
more satisfactory way, apparently, is to maintain local autonomy but 
to cooperate in pur chasing to some degree net as yet clearly defined. 
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Independent department stores did 72.1 per cent of the department- 
store business in 1929 and 67.3 per cent in 1933; chain department stores 
secured 16.7 per cent of the business in 1929 and 23.9 per cent in 1933; 
all other types of department stores accounted for 11.2 per cent in 1929 
and 8.8 per cent in 1933. The department stores owned and operated 
by the mail-order houses did 8.72 per cent of the 8.8 per cent reported 
by the “all other types” for 1933. 

The number of independent department stores decreased from 2,166 
to 1,428 between the two census periods. A factor in this decline ifi the 
minimum limit of $100,000 which is required of a store before it is cl| 
fied as a department store by the Census. 1 The number of chain dej 
ment stores exceeded the number of independent department stc 
although their sales are little more than one-third of the sales of inde- 
pendent stores in this classification. With the exception of a few mail- 
order-house department stores and 121 stores of the “ownership” group,* 
practically all of the large down-town department stores of the country 
are independently operated and are locally owned. 

Part of the increase in the number of chain department stores was 
due to the fact that the 1933 Census included about 100 more chain 
stores than the 1929 Census. A few of these were large stores opened 
by the mail-order houses and other chains which continued to expand 
after 1929; the balance represents principally the stores of a national 
chain classified in 1929 as a variety-store chain, but which changed the 
nature of its business during the intervening years until 1933, when it was 
classified properly as a department store chain. Its sales in 1929 were 
approximately $66,000,000; in 1933 the sales were $78,000,000. The 
departmental organization within each unit of a department-store 
chain is quite simple in character. This type of store does not place its 
merchandising emphasis on fashionable wearing apparel to the same 
extent as do typical independent department stores. Services are 
considerably more curtailed in chain department stores.* 

Operating Costs of Department Stores . — Total reported expenses of 
department stores for 1933 were $828,887,000, or approximately 32.65 
per cent of reported sales; costs of independent department stores for 
1933 were 35.4 per cent of sales; costs of chain department stores were 
approximately 27.42 per cent; and the costs of mail-order-house depart- 

1 See footnote, pp. 182 and 184. 

•Ownership groups are financial mergers of previously existing independently 
owned stores without central merchandising and buying. Mere ownership does not 
cla ss ify (by the Census) them as chains so long as thdf are independently operated 
Sod their buying is not centralized. The same method of classifies tiffin was used in 
both the 1929 and 1933 Censuses. 

• "Chain Store Expenses and Profits,” Harvard Bureau cf Business Research, 
BuU. 94. « 
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ment stores were approximately 26 per cent. 1 There was & tendency 
for the costs of department stores to increase from 1926 to 1932. It will 
be noted (see Table 28) that the position of stores having net sales of 
less than 8500,000 is more unsatisfactory than that of those having sales 
in excess of this amount. The department store clearly needs a large 
volume of sales in order to show a profit. The stores with annual sales 
above $2,000,000 made a more favorable showing in each of the five 

Table 28. — Operating Results op Identical Department Stores 1 


(Net Sales = 100 per cent) 


Year 

1929 volume of 
sales 

Num- 
ber of 
stores 

Total mer- 
chandise 
cost (net), 
per cent 

Gross 
margin, 
per cent 

Total 
expense, 
per cent 

Net 
profit 
or loss, 
per cent 

Rate of 
stock 
turn- 
over 

Per cent 
of firms 
earning 
some net 
profit 


<o) Leas than 

64 

l 

69.6 

30.4 

30.1 

0.3 

2.3 

53.1 


3500,000 








1929 

(b) $500,000 to 

69 

! 68.4 

31 6 

30.6 

1.0 

3.7 

63.8 


32.000,000 
(c) 32.000,000 

106 

66.2 

33.8 

32.6 

1.2 

4.3 

63.2 


or more 









(M (S » m e » . 
(«> •*»""> 

64 

71.3 

28.7 

31.9 

L 3.2 

2.2 

23.4 

1930 

69 

68.6 

31.4 

32.7 

L 1.3 

3.9 

29.0 


106 

66.4 

33.6 

34.1 

L 0.5 

4.3 

48.1 

1931 

( °? (Same as 

( * above) 

(c) 1 

64 

69 

72.5 

69.1 

27.5 
30.9 | 

34.0 

34.9 

L 6 5 

I. 4.0 

2.3 

3.8 

Raj 


106 

66.8 

33.2 

36.1 

L 2.9 1 

4.3 


1932 . 

(Same as 

X 

64 

69 

73.9 

69.3 

m 

37.4 

38.9 

L 11.3 
L 8.2 

2.1 

3.5 

Kl 


106 

66 9 

KU 

39.9 

L 6.8 

4.0 

mSM 


(°) /a 

64 

68.5 

31.5 

36.3 


ra 

12.5 

1933 

) (Same as 

x —> 

69 

106 

65 9 
64.0 

34.1 

36.0 

36.5 

38.3 

[H 

m 

89.0 

•26.5 


1 Adapted from Harvard University Graduate School of Business Administration, Bull . 92, 1934. 


years. Their profits were larger when profits were earned and their 
losses were less during the depression years. Gross margin for each 
group fell constantly for the years 1929-1932, inclusive. The decline 
was greatest in the low-volume stores. The large stores secured a higher 
rate of stock turn and enjoyed a lower net total merchandise cqpt. The 
more favorable showing for 1933 resulted chiefly from the fact that all 
groups were able to reduce their net merchandise costs and to increase 
their gross rnsur pn and at the same time reduce total costs below those of 
1931 and 1932, These costs were, however, much higher in 1933 than 
they were in 1929 and 1930 when the profit situation was more favorable; 

1 Calculations based oa Census-reported figures/ 
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costs increased to a greater degree than gross margin* The condi- 
tion of the department stores is strikingly emphasized when the percent- 
age of firms earning some net profit in 1929 is compared with that of 
1933. The items of expense that increased the most were salaries and 
wages, rent, and advertising. 

It is believed by some students of marketing that independent depart- 
ment stores as a group have reached and passed their peak of growth. 
Their volume of sales apparently increased only about 20 per cent from 
1920 to 1927. It is doubtful whether the development of department- 
store chains furnishes a means of more satisfactory marketing. The 
major problems of the department store are largely administrative. 
Costs have not been carefully controlled and consumer demand has 
not always been made the “merchant’s guide.” The profit trend, 
however, for 1934 and 1935 was greatly improved over that for the 
depression years. 1 

The Mail-order House. 2 — This is typically a large-scale organization 
that does its selling by means of sales literature sent through the mails. 
The buying orders from the customers are received the same way, and 
much of the merchandise is delivered via parcel post, although heavy 
articles are sent by express and by freight. The mail-order house buys 
in large quantities and, in some instances, controls or owns manufacturing 
establishments. 

There were 271 mail-order houses selling by means of catalogues 
only in 1929; the number increased to 311 in 1933, an increase of 14.8 per 
cent. Sales for this group, however, declined 52.6 per cent, and total 
payroll expenditures declined 45.4 per cent. Total reported expenses 
were 168,446,000, or approximately 28 per cent of reported net sales. 
The largest item of expense is advertising. 

1 The Harvard report covering the year 1934 (Bull. 96) shows that 42 department 
stores with net sales less than $500,000 in 1930 had in 1934 total expenses of 32.6 per 
cent, a net loss of 1.2 per cent on operation, a net gain of 1 .9 per cent, and a stock turn 
of 2.6. One-third of the firms earned some net profit, and 73.8 per cent of the firms 
earned some net gain. Forty-two department stores with net sales of $600,000 to 
$2,000,000 in 1930 had in 1934 total net merchandise costs of 66.7 per c^nt, total 
expense of 34.0 per cent, net loss on operation of 0.7 per cent, a net gain of 2.6 per cent, 
and a stock turn of 3.7. Approximately 45 per cent of this group earned some net 
profit on operation, and almost 80 per cent earned some net gain. Seventy-four 
stores with sales of $2,000,000 and more in 1930 had in 1934 total merchandise costs 
of 641 p& cent, total expenses of 36.5 per cent, a net loss on operation of 0.6 per 
emit, a net gain of 3.2 per cent, and a stock turn of 4.6. Approximately two out of 
five in this group earned some net profit, and 85.1 per cent earned some net gain. 
These last figures indicate that the larger department st&res enjoy the most favorable 
operating results. 

* A distinction should be made between the mail-order house and the more or less 
incidental mail-order sales of the over-the-counter retail concerns The latter fc * 
method of selling which may be used by any type of selling organisation. 
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There are two distinct types of mail-order houses — the general, of 
which Sears, Roebuck and Co. and Montgomery Ward are the out- 
standing examples, and a large number of specialty houses selling a 
restricted line, such as jewelry, articles of clothing, drugs, or tobacco 
products. The volume of sales of each firm, with the exception of the 
two leaders and a few others, has not been extraordinary. The net sales 
of Sears, Roebuck and Co. were approximately $403,472,000 in 1929, 
and $313,212,000 1 in 1934. These figures include sales of the depart- 
ment stores as well as catalogue sales. Returns and allowances amounted 
to almost $40,000,000 in 1929 and to more than $25,000,000 in 1934. 
Net income was approximately $30,000,000 in 1929; $15,000,000 in 1934; 
there was a deficit of $2,543,651 in 1932. The net sales of Montgomery 
Ward were $267,325,503 in 1929 and $249,805,721 in 1934. These 
figures comprise both store and catalogue sales. Net income was 
almost $13,500,000 in 1929 and slightly more than $9,000,000 in 1934. 
There were deficits in 1931 and 1932. What proportions of the foregoing 
amounts were secured from catalogue sales is not definitely known. 
The mail-order sales of Montgomery Ward for 1934 were probably 
between 42 and 44 per cent of total sales. 

The mail-order house grew rapidly during the first twenty yearn of 
the twentieth century. The farmer, during this period, was enjoying an 
expanding money income; at the same time his standard of living was 
advancing. He was reading more magazines and newspapers. There 
was a demand among the rural population, similar to that among the 
urban group, for greater variety and better quality merchandise and 
lower prices. The mail-order house serves the needs of the farmer in 
about, the same manner as the department store serves the city people. 
The fanner and his family can sit at home around the dining-room tablty 
look through the large catalogue, and shop at their leisure, write out the 
order, dispatch it by the rural mail carrier, and receive the merchandise 
within a few days’ time. The convenience, wide variety, guarantee of 
satisfaction, and low prices appeal to the thrifty agricultural population. 

By selling throughout the entire country the mail-order house 
developed a large volume of sales which gave it large purchasing power. 
Since it sells primarily for cash, it can pay cash and thus secure the 
benefits of cash discounts. 

The mail-order house saves the high costs of salespeople, but its 
advertising expenditures are quite high. Since these marketing func- 
tionaries are able to locate their warehouses in low-rent districts, their 

* 

1 Aa estimate divides this amount about equally between catalogue and 

retail stores sales. Salas in 1935 were running 25 to 30 per cent above those of 1934. 
This situation is a direct reflection of the increased purchasing power of con s umer s, 
e *pe«elly the farm and small-town groups. * 
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location coats are much less than those of over-the-counter retailers; 
their location in large cities tends to give them prestige among the 
country folk. 

This type of retail institution, however, has some rather substantial 
handicaps, such as the desire of many people to see the merchandise 
before they buy. Articles of clothing that need to be fitted, such as 
shoes and suits, are more difficult to sell by mail; some merchandise is 
difficult to describe. The time element is another handicap — people 
do not like to wait. On the administrative side there are disadvantages, 
such as the risk of sudden price changes. Prices may rise or fall hfter 
the catalogue is printed. It is then difficult and expensive to make 
necessary changes. The depressions of 1921 and 1931 caused severe 
losses to the mail-order houses; on the other hand, the period of rising 
prices during 1918-1919 and 1933-1934 presented serious problems, as it 
is very difficult to raise prices shortly after lower prices have been 
published in a catalogue. Sears, Roebuck and Co. is reported to have 
distributed 300 carloads of catalogues in the early part of 1935; each 
catalogue weighed approximately 3 pounds; the total weight of the 
books was approximately 9,000 tons. 1 

The Status of the Mail-order Business . — Local merchants tried in 
many different ways to create public opinion against mail-order house 
goods. The merchandise was called cheap and inferior, and the people 
who sent their money out of the neighborhood were considered poor 
citizens. 

The mail-order business grew in spite of the disadvantages and the 
hostility of the local merchants until the chain store, the automobile, 
and good roads appeared. The tendency of the farmers and small-town 
people to drive to the larger cities to shop and attend shows adversely 
affected the mail-order business. The managements recognized the 
changed situation and met it by establishing retail stores in large and 
medium-sized cities. Sears, Roebuck and Co. established its first store 
in 1925. On January 31, 1933, Montgomery Ward was “operating 493 
retail stores; 17 were department stores, 457 were chain stores, and 19 
were tire and radio stores.” 2 The total number of stores was reduced to 
489 by January, 1934; plans were announced during 1935 to increase 
the number to 500 by the beginning of 1936. Sears, Roebuck and Co., 
in June, 1935, was operating 69 Class A or department stores, 304 Class 
9, SI Class C stores, and 4 agencies, a total of 428. 

1 Montgomery Ward is reported to have 20,000, OOOlmstomers; the firm transacts 
business in every state in the Union, in Canada, and in many other parte o $ the world. 
The company had 31,600 employees in April, 1984. Moody’s Manual, Industrials, 
1936. 

* Moody's Manual— Industrials, 1934. 
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The large mail-order firms have speeded up their deliveries and in 
various ways are making strenuous attempts to increase their volume 
of sales. 1 The two large mail-order houses show large sums on their 
balance sheets in accounts receivable and for real estate mortgages and 
repossessed homes. The highly competitive situation caused them to 
abandon their cash-only policy for credit sales in substantial amounts. 
The guarantee of satisfaction or money-refunded-without-question 
policy is, no doubt, necessary but adds materially to the costs of opera- 
tion. Returns and allowances for one of the large mail-order houses, for 
example, amounted to approximately 9 per cent of gross sales in 1929; 
this item declined, however, to approximately 7 per cent in 1933. Late 
in 1934, mail-order houses — Montgomery Ward and Sears, Roebuck — 
introduced telephone order taking on a more or less experimental baas. 
The customer makes his selection of merchandise from the regular 
catalogue and then telephones his order to the store or mail-order plant. 
Delivery is made within 24 hours on a C.O.D. basis. A delivery charge 
is added to the price of the merchandise. The response of customers 
to the new plan “was beyond expectation and repeat orders were numer- 
ous,” according to reports. 2 

Consumers’ Cooperative Retail Stores. — This type of retail institu- 
tion is relatively unimportant in the United States but is quite important 
in the United Kingdom and Europe. These stores were developed as a 
protest against high prices and the profits which merchants and other 
middlemen were thought to receive at the expense of the consumer. 
It was thought that goods could be purchased by the consumer coopera- 
tive stores direct from the producers and sold to the cooperating con- 
sumers at a lower price by eliminating the profits of the middlemen and 
some of the services commonly given by retailers, such as credit, deliver- 
ies, an expensive location, and fancy fixtures. 

Cooperative buying on the part of consumers is for the purpose of 
saving, i.e., buying their merchandise at a lower price than can be secured 
from the retailer. The cooperative urge among this group is strongest 
during periods of unemployment and low income. Unusually high 
commodity prices, which reduce real wages, and a long-drawn-out 
business depression seem to promote the desire for cooperation. The 
cooperative idea is more readily understood and appreciated by noting 
its origin and early development. The leaders of the movement in 
the United States, especially among the consumer and the agricultural 
groups, secured much of their inspiration and information from the 

4 

1 During part of 1929 the two largest mail-order houses paid the transportation 
charges on a large list of merchandise. This practice was abandoned in 1990, but 
credit was extended for a limited volume of purchases of a selected list of articles. 

* Business Week, Nov. 17, 1934. * 
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Rochdale Society of Equitable Pioneers of Great Britain. A brief 
discussion of this movement furnishes a useful background for an under- 
standing of the American development. 

The Rockdale Society of Equitable Pioneers . — During the first half of 
the nineteenth century England 'was experiencing the turmoil resulting 
from the Napoleonic wars and the Industrial Revolution. Unemploy- 
ment, low wages, and an inequitable tax system reduced large numbers 
of the common people to a state of poverty and misery. Economic, and 
social conditions were particularly bad among the factory workers of 
Rochdale. Their unfortunate lot, the failure of the Rochdale Savings 
Bank, and the unsuccessful strike of the flannel weavers in 1844 stimu- 
lated a few of the more far-seeing workers to investigate the merits 
of the cooperative retailing plan advocated by Owen and the Brighton 
Pioneers. The men of Rochdale developed methods which eliminated 
the principal weaknesses of these earlier cooperative movements. 

The original plan was quite comprehensive, yet in practice the group 
exercised especially good judgment. 1 The weavers began with a coopera- 
tive retail store. They started conservatively, on a small scale, and 
added new lines of merchandise as their finances and membership 
warranted. As they grew stronger, manufacturing was added to retail- 
ing, and branch stores were opened in other towns. The workers soon 
recognized the possibility of increasing the purchasing power of their 
wages through cooperative buying, producing, and banking. 

Rochdale Principles of Cooperation. — How accurately these pioneers 
in the cooperative movement diagnosed the difficult situation that 
confronted them is indicated by the policies of organization and operation 
developed. They recognized the necessity for democratic control and 
the danger of clique control, the possibility of loss from granting credit, 
the difficulty of trying to sell goods at cost because cost cannot be 
accurtitely determined until the goods are sold and paid for, and the 
desirability of furnishing some inducement for capital and patronage. 
The policies formulated by the pioneers are summarized in the following 
words: 1 

1. Only one vote could be cast by each member, irrespective of the number of 
shares held. 

2. The number of shares which one member could hold was limited. 

3. The business was on a cash basis, and services rendered were reduced to a 
minimum, 

1 Among tbe stated purposes of the organisation were the following: to establish 
and operate a retail store, to provide houses for members, to establish factories for 
producing certain articles and to provide employment for needy members, to secure 
farm land to be cultivated by needy members, and to establish a self-supporting 
colony* Filley, H. C., Cooperation in Agriculture t p. 19. 

*/*«*., p. 21. * 
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4- All merchandise was sold at regular retail prices; this practice not only 
simplified their accounting problem but also tended to prevent severe price cutting 
with independent dealers. 

5. The rate of dividend paid on the capital stock was limited to the current 
rate of interest. 

6. Earnings in excess of dividends were divided among the members on the 
basis of the amount of goods purchased. 

One of the first rules established was that no paid officer could be 
a member of the board and that no member of the board could be a 
paid officer. 

Success of the British Cooperative Movement. — The development 
was not without disappointments and opposition. Some members 
showed little interest and loyalty. They would go to other stores when 
more convenient, and on slight provocation. The cooperatives were 
opposed by business men in general and by the local merchants in par- 
ticular. The management, however, was able to overcome all obstacles 
until now the idea has developed into the British Cooperative movement 
which is the largest and one of the most successful business enterprises 
in the world. 1 Almost 7,000,000 of the 11,000,000 families of Great 
Britain were members of cooperatives in 1934. The organization has 
stores in England, Scotland, and Ireland. The production of its factories 
is five times greater than that of the private manufacturers in the manu- 
facturers' associations. It owns and operates wholesale houses, manu- 
facturing plants, coal mines, flour mills, tea plantations in Ceylon 
and India, wheat fields in Canada, coffee plantations in Brazil, and ships 
to carry the products to Great Britain. The largest bakery in the world 
is owned by the cooperators of Glasgow. The soap works of the British 
Cooperative Wholesale Societies produce 500 tons of soap a week, and 
their factories make 4,000,000 pairs of shoes annually. The total 
sales of the 1,150 societies federated in the British Cooperative Union 
in 1933 were more than £210,000,000; the net surplus saving was £27,- 
000,000. The largest retail society in the world is the London Coopera- 
tive Society, with 500,000 members, 12,000 employees, £7,600,000 
capital, and £10,000,000 turnover in 1933. 2 Concerts and entertainment 
are provided, and the societies operate large and powerful ba nking and 
insurance companies.* 

1 Wabeassb, Aqnxs D., The Story of Cooperation . * 

* Waubasmg, James Pbtbr, “Consumers' Cooperative Methods,” The Annals of 
Ite American Academy of Political and Social Science, May, 1934. 

Mr. Warbasse further stltos that the cooperatives were the original chain stores. 
They continue to lead in this field. “European cities well know their chains. The 
Hamburg Cooperative Society has over 500 stores; the Stockholm Society has M0; 
the Leeds Society has 346.” 

’ Wahbjum, Aonm D., BvU. of the Cooperative liag*e of America. 
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The foregoing facts clearly indicate that the Rochdale cooperative 
movement has grown into a tremendous integrated producing and 
marketing organisation. This type of cooperative organization is well 
suited, apparently, to a highly industrialized and densely populated 
district, such as Great Britain, whose deficiency in raw materials and 
food products is pronounced . 1 

Consumer Cooperative Stores in the United States . — Consumers in the 
United States have frequently organized buying clubs, retail stores, And, 
less frequently, wholesale establishments for the purpose of reducing 
the costs of marketing, eliminating unnecessary services, and securing 
fair and honest treatment. The obvious purpose is to supply \he 
members with merchandise at lower prices. Two thousand cooperative 
retail societies with approximately 528,000 members, doing an anniial 
business of almost $180,000,000, were operating in the United States 
at the close of 1925. By 1934 the cooperative movement had developed 
to such an extent that 3,500 consumer cooperative organizations, with 
a membership of close to 1,500,000, did an annual business estimated at 
$365,000,000. The following statement suggests the extent of the 
movement: 

Although consumers’ cooperation is not so strong in America as in the countries 
of Europe, nor even so well established as the cooperative marketing movement 
among the farmers, nevertheless it does occupy a significant place in the lives 
of several hundred thousands of farmers and industrial workers. In 1928 there 
were approximately 1,700 cooperative store societies, the larger number of them 
in the rural districts, although the societies doing the largest business are situated 
in the cities. The biggest of all, in point of membership and turnover, is the 
Franklin Cooperative Creamery Association, distributor of milk and other dairy 
products to thirty or forty thousand consumers of Minneapolis. This organiza- 
tion has 5,000 shareholder members and annual sales in excess of $3,500,000. 
The Cooperative Trading Company of Waukegan, 111., has sales of nearly $700,000 
and distributes groceries, meats, its own bakery products, and milk. Consumers 
Cooperative Services of New York City, with more than 3,000 members, operates 
eight cafeterias and restaurants. The Soo Cooperative Mercantile Association, 
at Sault Sainte Marie, Mich., the largest business institution in the city, operates 
a bakery and a chain of eight retail stores which do a business of $650,000 
annually. The Cloquet Cooperative Society of Minnesota has a membership of 
1,300, composed of mill workers and farmers, and has a turnover of $550,000. 
There ara cooperative bakeries owned and operated by consumers in 22 cities and 
towns throughout the country. The cooperative restaurant, cafeteria, and 

1 Cooperation among the agricultural producers has not developed to such a high 
degree of success. It is estimated that nineteen in every hundred English farmers 
are members of an agricultural cooperative society, and twenty-eight in every hundred 
do at least part of their business with a society. These societies have not for the most 
part taken on other than a local significance. New York Journal of Commerce, Aug* 
22 , 1930 . 
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boarding house societies number 27. Ten cooperatives are distributing milk. 
Hundreds are handling gasoline and oil, 1 and in several states wholesale oil 
companies have engaged in a multitude of miscellaneous services, such as the 
distribution of coal, water power, telephone service, operation of book stores, etc. 
Federations of local consumers’ societies have formed cooperative wholesales in 
Seattle, Wash., Superior, Wis., Omaha, Neb., and New York City. The Coopera- 
tive League of the United States of America is the central educational union for 
the movement, supported by its constituent membership. It publishes a monthly 
magazine, conducts an accounting bureau, provides legal service to its members, 
sends out speakers and organizers, conducts a correspondence school and local 
resident training schools for employees and others, gets out a cooperative yearbook 
and other publications, and conducts every second year a National Cooperative 
Congress. The League is the only member of the International Cooperative 
Alliance from the United States. 2 

The movement among consumers in the United States has not, 
generally speaking, met with great success. The explanation for the 
lack of success of the movement in the United States is probably the 
highly individualistic character of the American workman, the relatively 
high money income and rising standard of living, and poor management 
of the stores. The American people, apparently, want to be free to 
buy where and when they please. The cooperative idea tends to restrict 
their selection. Unless they are driven to these stores by economic 
necessity, it appears that the American workmen will not turn, in large 
numbers, to such organizations. It is difficult to develop and maintain 
an organization that will continue to give wholehearted support to the 
idea. The movement has been confined, in the main, to the working 
class. This group, in the United States, has received fairly high wages 
and has not felt the need to save the pennies to the same extent as have 
the workers in some other countries. Our population comprises many 
different races and nationalities; these peoples lack the feeling of perma- 
nence and solidarity that is present in an old-world community. *There 
is a high degree of independence and individuality among the middle 
class which hinders the development of the cooperative movement. 
No pressing need, except perhaps in a few more or less isolated instances, 
exists for a change from the private system. 

The large-scale retailers at present are meeting the needs of the 
consumers in a fairly satisfactory manner. Some students of marketing 

1 There has been a remarkable growth in the number of retail outlets ind in the 
volume of sales by this group since 1930. Dr. Warbasse stated in 1934 that there 
were 1,300 oil cooperatives in the Middle West and they “are becoming so numerous 
and so powerful as to have 1 the private oil men in a state of jitters.” Some pay 
patronage dividends as high as 25 per cent. The development has been greatest 
hi Wisconsin, Michigan, and Minnesota. 

* Recent Economic Change* in the United State * , op. c&, VoL I, Chap. V, from a 
note by H. W. Laidler, director. 



108 


THJlt MARKETING PROCESS 


believe, however, that there is little difference in the cost of doing business 
between cooperatively and privately owned marketing concerns. 1 
The appearance of the large-scale retailers with their emphasis upon 
values at low cost has probably tended to discourage consumers from 
developing, on an extensive scale, the cooperative method. The coopera- 
tive store, however, stands as a safeguard against monopoly or gross 
inefficiency on the part of the existing retail regime. If the chain store, 
for instance, should establish a monopolistic position in the retail field, 
as some people fear, the cooperative movement would probably experi- 
ence a rapid growth. f 

Commissary Stores. — Commissary stores are retail establishments 
owned and operated by a company or an individual for the ostensible 
benefit and convenience of the employees of the firm or individual. 
These stores are usually operated by industrial firms, mining and lumber 
companies, plantation owners, and governmental units. They are 
normally located in places not adequately supplied with retail services 
by other types of retail organizations. This kind of store is likely to 
appear when the employees and employer feel that prices charged by 
other retailers are too high and when satisfactory credit terms are not 
provided. These two conditions are the more likely explanations for 
governmental commissaries. 

The company store may use its monopolistic or semi-monopolistic 
position to the disadvantage of the customers. Exorbitant prices are 
sometimes charged, and stringent credit terms exacted. The company 
is in a favorable strategic position from a credit point of view. Since 
the customers are employees, payment of bills contracted at the store 
may be secured by deducting the amount from the pay check. A combi- 
nation of high retail prices, unwise credit obligations, and slack work 
may put the employee in a very undesirable economic and social position. 

The total volume of sales of this type of retail store is relatively 
unimportant, since it accounted for only three-tenths of I per cent of 
total reported retail sales in 1929 and for four-tenths in 1933. The 
amount was $115,583,000 in 1929 and $95,578,000 in 1933. The decline 
was 17.3 per cent, which was less than the decline in retail price#; conse- 
quently, the physical volume evidently increased during the period. 
Than were 1,347 such stores in 1929 and 2,719 in 1933, or an increase 
of 101 ger cent. The increase was probably due to the severe decline 
in employment and the failures among local independent retailers which 
caused more employees to desire the services of a company store where 
trkfit would be available. It seems logical, however, that as the country 
becomes more densely populated, as methods of transportation and 
c ommunic ation are improved, and as the economic position of the 

. t Cf . Ntstbom, P. H., Economic* Retailing, Vol. I. 



TBS ELEMENTS OF OVM MARKETING ORGANIZATION 197 

employee improves, the company store will lose much of its usefulness 
and will decline in importance. 

This type of store apparently enjoys low operating costs. The 
Census of American Business reported an expense ratio of approximately 
14 per cent compared with 25.41 per cent for independent retailers, 27 
per cent for chain stores, and 28 per cent for mail-order catalogue houses. 
We cannot determine from the reports, however, whether the customers 
received any benefits from these low costs in the form of lower prices. 

Utility-operated Stores. — This is a special form of company store. 

It is not operated, however, for the convenience of the employees of 
the company but to encourage and promote the sales of appliances so as 
to increase the consumption of the major product of the utility company. 
Gas companies and electric power companies are very active in promoting 
the sales of all forms of appliances that will increase the sales of gas and 
electricity. They have, at times, been accused of selling the appliances 
at prices below costs to the disadvantage of other dealers in similar 
appliances. Independent dealers in some states have instituted active 
campaigns to secure the passage of state laws which prevented the 
utilities from engaging in the retailing of appliances. Where such 
laws were passed, they have been, in almost every instance, declared 
unconstitutional. 

There w r ere 4,053 utility-operated stores in 1929 and 4,127 in 1933, 
an increase in percentage almost equal to the increase in the number of 
independent retailers. The volume of sales declined from $163,371,000 
in 1929 to $76,079,000 in 1933, or 53.4 per cent. This decline was again 
approximately equal to the percentage decline in the sales of all inde- 
pendent retailers. Utility-operated stores accounted for approximately 
36.8 per cent of the total sales in the appliance classification, while 
independents secured about 33.2 per cent. The total volume of sales 
of the utility stores, however, was only three-tenths of 1 per cent of the 
total reported retail sales for each of the two census years 1929 and 1933, 
This type of store, however, appears to have a high expense ratio. The 
percentage for 1933 was approximately 39.8 per cent of net sales* 

Ret ail Service Establishments —This group of retailers comprises, in 
the main, small-scale operators, with the exception of a relatively small 
number of large hotels and theaters. The personal-service retail estab- 
lishments, such as barber shops, beauty parlors, cleaning, dyeing, pressing, 
repair, an d valet shops, laundries, photographic studios, shoe-shine 
parlors, and shoe repair shops, have a larger number of proprietors than 
full-time employees, ^The number of employees of funeral directors 
and embalmers was approximately 1.3 times the number of proprietors. 

The n umb er of retail service establishments bears a close relationship 
to the densit y of population. Since services are perishable and cannot be 
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transported and stored, the establishments most be located in places 
convenient to the customers. Five states — New York, Illinois, Cali- 
fornia, Pennsylvania, and Ohio — accounted for more than 50 per cent 
of the service, amusement, and hotel receipts of the United Slates in 
1933. New York State secured 22.8 per cent of the total receipts. These 
same states contain 40 per cent of the establishments. 1 

Summary. — The retail store constitutes the final step or link in the 
marketing organization or structure. Since it is in direct contact with 
the ultimate consumer, its management is in a strategic position, to 
determine the wishes of this group of buyers with reference to prices, 
quantity, quality, style, and service. Because of this situation the 
retailer assum es the role of purchasing agent for the consumer and selling 
agent for the producer and the wholesaler. The retailer performs in 
varying degree all of the marketing functions. Competition for sales 
volume has caused many retail managements to add various forms of 
services which have greatly increased operating costs and to cut prices 
which have reduced gross margins, with the result that the mortality 
rate, especially among independent retailers, is extremely high. Since 
it is so easy to start a retail store because of the small amount of capital 
required and the liberality of credit extension on the part of wholesalers, 
producers, and the manufacturers of equipment, many individuals with 
inadequate training and experience enter the field only to fail. This 
situation produces a high turnover rate among the retailers operating 
near the margin. The total number remains so large that the volume of 
sales for thousands of independent retailers cannot be large enough to 
support low-cost operation. The inefficient practices of this marginal 
group prevent many efficient retailers from enjoying profitable results. 
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Questions for Discussion 

1. What are the functions performed by the retailers? Which of these are the 
most important? Upon what bases may retail stores be classified? Which is the 
best basis for understanding the retail phase of the marketing problem? Why? 

2. What is the origin of the itinerant merchant? The general store? The 
specialty store? The department store? The mail-order house? 

3. Is there any positive force in the economics of marketing which makes for 

large-scale organization? » 

4. Enumerate the advantages of large-scale retailing and give the salient points 
of each advantage. What are the outstanding disadvantages of large-scale retailing? 
Do you think the advantages outweigh the disadvantages? Justify your answer. 

5. Account for the development of each of the following methods of retailing, 
indicatiiffe the advantages and disadvantages of each: (a) department store, (6) mail- 
order house, (c) utility owned. What are the future possibilities of each? 

6. What is the present status of company stores? Why did they develop? 
What is likely to be the trend in the future? 

7. “I don't think that even the wildest witch-hunters of Salem ever hatgd witches 
more eloquently than the small-town merchants hated the mail-order ogres . . • nor 
did the witch-hunters ever dance with greater glee around a burning witch than the 
small local chambers of commerce around a pile of flaming mail-order catalogues. In 
spite of the annoyances of tnis unfair competition, the mail-order houses grew into 
tremendous distribution org anis ations.” How can this development be explained? 

the more reoent development of the chain store an analogous situation? Justify 
your answer. » 
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Assignment 

1. Problem 2, p. 5. Muscadine Company — Mail-order Business. 

2. Problem 1, p. 86. Sears, Roebuck and Co. — Mail-order, Chain, and Depart- 
ment Stores. 

3. Problem 2, p. 91. Montgomery Ward k Company — Mail-order, Department, 
and Chain Stores. 

4. Problem 3, p. 99. Jad win- Atlantic Company — Manufacturers 1 Retail 
Branches. 

5. Problem 1, p. 41. Robert Brown — Cooperative Store. 



CHAPTER VII 


THE ELEMENTS OF OUR MARKETING ORGANIZATION-RETAIL 
FUNCTIONARIES— CHAIN STORES 

Purpose of this chapter: To analyze the causes of the rapid growth of the corpor- 
ate chains; to determine their advantages and disadvantages; to compare their 
operations with those of the independents. 

The chain store is one of the more recent developments in the general 
trend toward large-scale retailing. A chain-store system comprises a 
group of retail establishments of essentially the same type, centrally 
owned, and with some degree of uniformity of operation. The regular 
lines of merchandise carried, the kind and quality of services sold, and 
the policies and operating methods followed are determined and controlled 
by a central administrative group. Some of the chains have effected a 
high degree of standardization with reference to external appearance 
of the building, store front, window displays, interior layout and store 
displays; kind, quality, amount, and brands of merchandise sold; and 
services furnished. The distinguishing features, however, of the retail 
chain are multiple units and central ownership and management. 

Classification of Chain-store Systems. — Chains may be classified 
on the basis of type of business organization into (I) corporate chains 
and (2) voluntary chains. The first is the orthodox chain that has led 
the development. The second is a voluntary association comprising 
independent retailers who, under their own cooperative leadership or 
through sponsorship of some wholesaler or other leader, endeavor to 
secure some of the advantages ascribed to the corporate chains while 
continuing to enjoy the advantages of individual ownership. These 
groups usually cooperate with reference to buying, sales promotion, and 
store operation. Some students of marketing do not consider the volun- 
tary groups as chain organizations. Since they have some of the char- 
acteristics of both chains and independents, arguments can be, and have 
been, developed to justify both points of view. It is not necessary for 
our purpose to make a decision at this time in favor of either.point of 
view. We can analyze and study the developments in each instance 
without further discussion of the minor points. 

Chains may be classified, on the baas oi 
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5,344 units. 1 Three chains owned 2,540 of these units, while the other 
90 chains owned about 2,800 units. Thirty-four department-store chains 
had 3,072 units, yet the three largest chains in this class had 2,259 of 
the total stores. 2 Twenty-four of the chains had 10 or less stores each. 
In the variety-store group 55 of the 93 chains had 10 or less stores each; 
in fact, 28 of them had less than 6 stores each. 

Chains may be classified, on the basis of the kinds of merchandise or 
service offered, into food or grocery chains, variety-store chains, theater 
chains, restaurant chains, and so on. These different bases of classifica- 
tions are useful at various points in our discussion. \ 

Branch stores are not chain stores. They are merely subsidiary retail 
outlets owned and operated by some established store. The original stqre 
is known as the central or parent store and usually furnishes much <pf 
the merchandise stocked by the branch or branches. The subsidiary 
store typically carries a more limited line of merchandise than the parent 
store. There are a few instances in which a number of stores are owned 
and controlled by a holding company. The individual stores, however, 
are operated under separate and distinct managements. There is little 
or no evidence of central control of merchandising, sales promotion, and 
store operation. 

There seems to have developed a decided trend on the part of a num- 
ber of large department stores to establish branches in outlying shopping 
districts of large cities, in near-by prosperous suburban towms, and, 
in a few instances, in cities far removed from the parent store. None of 
these cases is a true chain system. On the other hand, there is no essen- 
tial difference in the fundamental services performed by a unit of a chain 
system and those of a single independent store. The success of each 
depends upon knowing what, when, and how much the community wants 
in the way of merchandise and services; securing a favorable location 
for tbfe particular type of store to be operated; intelligent buying plus 
the benefits of quantity purchases which the independent may secure 
through cooperation; developing an intelligent and well-trained personnel; 
and operating an adequate system of control. The chains, generally 
speaking, have placed greater emphasis upon all these points than the 
average retailer. 

When Is a Chain a Chain . — How many units make a chain? This is 
a perplexing question. The Census Bureau decided more or less arbi- 

1 The Census definition of a variety chain is a group of four or more units owned 
and operated centrally, selling general merchandise within price limits (“limited 
prises”) not exceeding $1. I 

* About two-thirds of the stores of these chains were classified by the Census as 
department stores; the other one-third primarily as general merchandise stores. 
The chain classification does not include ownership groups which do not have “central 
merchandising and buying.” • 
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trarily that four units make a chain. The Federal Trade Commission 
in its Chain-store study decided that two units were sufficient to form a { 
chain system. Some students of marketing believe that no definite 
number is necessary — that there may be two-store, three-store, and other 
multiple-unit classifications. They believe, in other words, that a num- 
ber limitation is not one of the distinguishing features of the chain so 
long as the group comprises two or more units. Other specialists in the 
marketing field believe that we do not have a real chain unless there are 
twenty to twenty-five units. They contend that the small groups have 
so many characteristics of the independent merchant that they should 
be so considered. They argue, for instance, that these groups do their 
buying largely from wholesalers and do not have the advantages of large- 
scale operation. 

Although the Census decision is arbitrary, its method of classification 
is perhaps as useful for our purpose as any. The Census figures can be 
used more conveniently if its classification is followed. We shall therefore 
follow the Census practices to a considerable extent. 

The Economic and Social Position of the Chains. — Much criticism 
and objection have been directed at the chains. The organization and 
direction of this resistance have their source in various associations 
formed by independent retailers and wholesalers. These associations 
have succeeded in securing state legislation that provided discriminatory 
taxes against the chains and investigations by the Federal Trade Com- 
mission and by Congress. When the codes were formulated the associa- 
tions were active in securing and in trying to secure provisions that would 
react to the disadvantage of the chains. Provisions, for example, were 
inserted against price cutting and the use of “loss leaders,” quantity 
discounts, and advertising allowances. The associations kept up a 
constant stream of propaganda directed to the public and to the poli- 
ticians, charging the chains with evading local taxation, paying low w&ges, 
working their employees long hours, using loss leaders, selling low-grade 
merchandise, giving short weights and measure, sending money out of 
the home town, being too impersonal in their relations to the public, 
having Ho civic interest, and not supporting local charities and other 
similar enterprises. While some of these charges frequently had an 
element of truth in them, the consumers in general were not greatly 
impressed. They continued to believe, if we can judge by their actions, 
that their money would buy more merchandise at the chain store than at 
the typical independent. 

It is difficult to forecast how the movement will progress. The chains 
can be driven out of business through taxation if the state legislatures 
follow the lead of the associations. If, however, retail prices rise to a 
great extent as a result, the consumer is likgly to exert great pressure 
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against the increase in taxes, because he will discover that in the end he 
will be the one who really pays the taxes through higher retail prices. 

The economic justification of the chain systems is summarised as 
follows, by E. C. Sams. 1 

To put it briefly, the chain-store system is of economic value to a community 
to the extent that it provides better values, insures regular rentals, stabilises 
real estate values, makes sound credit, furnishes regular and dependable employ- 
ment, permits participation in some way in profits, seeks to serve an ever widening 
trade area for the natural type of merchandise that it needs, educates and irains 
its working personnel into a deeper understanding of community service and the 
best methods of merchandising procedure. \ 

Mr. Sams, in September, 1934, made the following statement in 
defense of the chain store : 2 

1. They have largely eliminated retail exploitation of unprotected localities 
through a policy of one price, plainly marked. 

2. They have established a higher standard of storekeeping; with better 
sanitary standards, with more attractive displays and with more convenient 
shopping facilities. 

3. They have increased the attractiveness and quality of merchandise and 
made available a variety to more isolated sections through mass production and 
mass distribution. 

4. They have gone a long way in eliminating waste in distribution with untold 
savings to their customers. 

5. They have placed a desirable emphasis upon a cash — or pay as you go — 
policy among the general public, particularly as to the every-day needs of life. 

6. They have created a generally improved type of merchant not only within 
their own ranks but by example and competitive necessity among their wideawake 
competitors who have profited from proximity to ably managed stores. 

7. They have increased consumption through lowered prices, with a con- 
sequent increase in productive employment and with improved standards of 
living. 

8. They have partially checked the tendency of people in suburban or rural 
areas to flock to the cities, because they have brought to thousands of main 
streets more of the advantages often associated only with metropolitan centers. 

t 

A more disinterested opinion as to the importance of the chain store 
is expressed by Dr. Julius Klein,’ who is reported to have made the follow- 
ing statement in a public speech. 

Let there be no mistake about the admitted contributions of the chain toward 
the betterment of distribution in general. Within the past decade the chain has 

* President, J. C. Penney Co., “The Economic Contribution of a Chain Store to 
Ret a iling ,” p. 21, from a speech delivered before the National Retail Dry Goods 
Association. 

; * New York Journal of Commerce, Sept. 28, 1934. 

* Chain Store Progreee, p. 4^ October, 1929. 
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unquestionably introduced us to new methods of waste elimination in that field 
of our business endeavor which is most in need of just such improvement. The 
chains have evolved new methods of stock control, of merchandise display, of 
cost accounting, of weeding out unprofitable items— in a word, of watching many 
of these details which so frequently spell disaster for the unwary tradesman. 

Professor Nystrom 1 supports, in an indirect way, the general ideas 
advanced by Mr. Sams and Dr. Klein when he says, 

Under equal conditions of selling chain stores probably have no advantages 
over independent stores in operating expenses. If their expenses are sometimes 
lower, it is not because of chain ownership but rather because of greater efficiency 
in operation. In the matter of buying the independent can parallel every 
advantage enjoyed by chains if he will but associate himself with other small 
purchasers for the purpose of obtaining his goods on the same basis as chain 
stores. There are now more independent stores organized in so-called voluntary 
chains or cooperative buying organizations than there are units in the chain 
stores. 

The Federal Trade Commission, on the orders of Congress, spent 
several years and a considerable sum of money in making a thorough 
investigation of all phases of chain-store organization, ownership, opera- 
tion, and practices in general. The final report was published in 1935. 
The following statement summarizes the reasons advanced by the Com- 
mission, explaining why the chains can maintain a lower selling price to 
the consumer: 

The chief advantage enjoyed by the chains is the ability to maintain a lower 
selling price to consumers .* These lower prices are due largely to a variety of 
factors, viz., 

1. The usually lower buying prices of chains as compared with independent 
wholesalers or retailers, much of which is often the result of special discounts and 
allowances to chains. . . . 

2. The extensive use by the chains of large proportions of leader and loss- 
leader merchandise sold at prices which are below the average cost of doing 
business plus the cost of the merchandise and which are sometimes below the 
latter.* • 

3. More extensive short and less extensive overweighting by chains in some 
localities than by independent stores on commodities sold by weight. 

4. Less service given to customers by chain stores as compared with inde- 
pendents on the average (free delivery service, telephoned orders, etc.)? 

1 From an address delivered at the Fourth Annual Retail Conference at Penmyl-* 
vania State College, October 1934. 

•“Chain Stores— Final Report on the Chain-store Investigation,” Senate Docu- 
ment 4, pp. 85/., 1935. 

’These conditions, chain-store operators declare, were effectively eliminated by 
operation of the grocery codes. 
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6. The indicated lower wages paid by the chains in some localities at the 
time of the inquiry. 1 

6. Elimination by the chains of most of the wholesale selling expense. . . . 

7. The wider profit margins on private brand merchandise as compared with 
standard brands. 

8. Profits from wholesaling operations. . . . 

9. . . . Chains in many lines possess an important advantage through their 
ability to use newspaper advertising where the independent retailer cannot afford 
to do so. ... 

10. A final and very important advantage of the chain consists in its ability 
to average the profit results obtained from its stores in various localities, the low 
prices obtained in one or more areas being offset by the higher prices obtained 
in one or more other points. This ability of the chain to average its prices may 
contribute materially to its ability to use leaders and loss leaders effectively.* 

The Rise of the Chains . — The rapid growth of chains is a good indica- 
tion of the economic value of the chain-store idea. The following figures 
collected by the Federal Trade Commission, while not purporting to 
cover all chains in the United States, give, nevertheless, a good idea of 
the rapid development of chain stores during the period 1916-1930. 
These figures are derived from the reports sent to the Commission by 
the number of chains indicated. 2 The sample is believed to be large 
enough to be truly representative. 


Table 29. — Growth of Chains in the United States 


' 

Year 

Number of chains 

Number of stores 

Net sales 

1915 

63 

3,695 

S 255,894,981 

1920 

285 

13,949 

1,292,529,335 

1925 

920 

38,955 

2,741,571,506 

1929 

1,180 

60,992 

5,370,809,900 

1930 

• 

1,203 

64,891 

5,338,590,300 


These figures clearly demonstrate the phenomenal growth of the 
chain Btore system during the fifteen-year period. The number of chains 
increased almost twenty times, the number of stores increased more 
than seventeen times, and the volume of sales increased more than twenty 
times. 

The Censuses of 1929 and 1933 give us a complete picture of the chain- 
store situation for these two years. There were 148,037 chain stores 
in 1929, with total sales of $9,834,846,000. The number of stores 
decreased 4.4 per cent, to 141,603, by 1933; the total sales for this year 
were $6,312,769,000, a decrease of 35.8 per centf These figures, in addi- 

1 Also corrected by the retail grocery code, according to operators. 

* Chain Stores — Gross Profits and Average Sales per Store of Retail Chains,” 
Federal Trade Commission, Report on Chain Stores, Document 178. 
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tion to reflecting the severity of the depression, furnish a basis for compar- 
ing the Federal Trade Commission sample for 1929 with the 1929 Census 
count. The chains increased their relative position in the retail-store 
field during the depression. They accounted for 20 per cent of the retail- 
store business in 1929; the proportion secured in 1933 was 25.2 per cent. 

Chain stores have been organized and successfully operated in several 
foreign countries, especially in Canada, England, Egypt, Germany, 
Austria, and Japan. The Hoshi Pharmaceutical Company, Japan, for 
example, is a “drug chain of 2,000 units and has 5,000 more planned.” 1 
The following quotation from Domestic Commerce indicates the recent 
retail developments in Great Britain. 2 

Although there has been a tremendous growth in the number of retail shops 
in Great Britain in recent years (over 600,000 now in existence), the expansion of 
department stores, chains, multiple shops, and cooperative societies has been the 
outstanding development in retail trade. Of the total of over 600,000 shops, 
about 10 per cent are owned by large firms; but this 10 per cent accounts for 
over 45 per cent of sales. One large group controls 3,700 shops; a large importing 
concern operates 2,300; one tailoring firm supplies one-fifth of the men’s suits sold. 

There has been little outcry by the small merchant against the large retailer, 
contrary to developments in other European countries; in Denmark no firm is 
permitted more than one shop in each municipality or parish ; in France multiple 
shops are specially taxed; in Germany the opening of new uniform-price stores is 
prohibited, and a special turnover tax is imposed on chain stores; in Norway the 
trading license permits trading in only one fixed place; in Switzerland the exten- 
sion of stores by opening a new department or more fixed-price stores is pro- 
hibited; in Canada the Government has been investigating chains and department 
stores. 

The development of large retail units has affected the manufacturers. With 
the growth in the size of factories it became essential to secure a regular outlet 
for the product and certain manufacturers have met this problem by establishing 
chains of retail shops. This enables the producer to obtain first hand information 
on changes in public taste and buying power and to regulate his output accord- 
ingly. In other cases manufacturers have endeavored to foster a steady demand 
for their products, by establishing a “ goodwill value” through brands and 
advertising, to insure that their goods will be stocked by retailers. 

With the growth of large retail groups centralized buying has developed as 
far as is practicable. Large retailers, because of the size of their purchases, are 
able to place orders directly with the manufacturer at low prices, thus eliminating 
the wholesaler. Wholesale houses for the most part have retained only smaller 
distributors who require credit. 

Fluctuating prices and rapidly changing styles and tastes cause shop-keepers 
to order in smaller quantitfes and at frequent intervals, adding to wholesalers’ 

1 Baxter, W. J., Chain Store Distribution and Management , p. 7. 

* Peters, Horace W., “ Modem Developments in Distribution in Great Britain,” 
Domestic Commerce, p. 140, Mar. 30, 1935. • 
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expenses. Large retail units are able to take the whole output of a manufacturer 
who will install the necessary plant to furnish speedy delivery in quantity; the 
wholesaler is now expected to handle the output of the factories with a small 
or irregular production or of specialized articles having limited turnover. The 
turnover and profit margin of British wholesalers have thus suffered severely 
in recent years. 

It is reported that the shares of large retail establishments rank among the 
safest industrial investments. During deperssion years only a few dividend 
payments have been curtailed; in many instances there has been an increase in 
payments to shareholders. 

It is interesting to note the report of a nation-wide retail organization corre- 
sponding to American 5 and 10 cent stores. During the year 1934 it opened 
69 new branches, bringing the total of its stores to 600, located in all the principal 
cities of the country. Besides the establishment of these new branches, 37 of rche 
older stores were enlarged or remodeled. This company reported a net profit of 
$4,879,949, an increase of approximately 6% over 1933. 

The number of chain stores in the United States increases at a more 
rapid rate than that of independents. The new-store-opening rate is 
higher for independents than for chains, but the closing rate is nearly as 
high as the opening rate for independents, while the closing rate for 
chains, according to the Federal Trade Commission, is only about one- 
fourth the opening rate. 

The Effect of the Depression on Chain-store Sales. — The various kinds 
of chains did not fare equally well during the depression, when compared 
with independents. Chains in five classifications, viz., department stores, 
shoe stores, combination grocery and meat stores, cigar stores, and drug 
stores, improved to a considerable extent their position relative to inde- 
pendents. Another group of five chains, comprising variety stores, men's 
stores, women's apparel stores, restaurants and eating places, and filling 
stations, improved its position only slightly when compared with the 
independents. The relative position of a third group of five chains, made 
up of family clothing stores, furniture stores, radio stores, grocery stores 
without meat, and jewelry stores, remained unchanged or actually 
declined when compared with independents . 1 t 

What Kinds of Merchandise Are Sold in Chain Stores? — A wide variety 
of goods is sold through chain stores. There are many different lands 
of chains, such as grocery, drug, candy, variety, shoe, apparel, depart- 
ment stpre, automobile supplies, tire, radio, tobacco, hotel, restaurant, 
newspaper, laundry, theater, and many more. A classification on the 
bask of major line of merchandise carried or service performed does not 
possess the significance it did in the early development of the idea. 

Ihe drug chains have entered the food and lunch-counter field, and 

* 41 C h ai n s and Independents and Other Types of Operation, 1933,” Census of 
American Business. * 
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some sell books, hardware, cutlery, sport and optical goods, electrical 
appliances, and variety goods; grocery stores are selling cigarettes, meat 
and poultry products, drugs, candy, ice cream, beverages, and hardware; 
cigar stores are selling candies, food, and novelties; men’s hat shops are 
selling clothing and accessories; men’s clothing chains have added 
women’s sport lines; variety stores sell food products, lunches, beverages, 
piece goods, and articles of clothing; shoe stores sell hosiery and dress 
accessories. 

In What Fields of Retailing Have the Chains Been Most Successfult — 
Chains have tended to concentrate in a relatively few lines of retailing, 
although there are a few chains in almost every field of retailing. Thus 
variety chain stores did 91.2 per cent of the total business transacted by 
variety stores in 1933; chain shoe stores secured 46.2 per cent of the 
shoe-store sales; chain grocery stores without meat secured 45 per cent 
of the sales of this type of grocery store, a decline from 45.7 per cent 
enjoyed in 1929; chain combination stores, i.e., grocery and meat, secured 
43.7 per cent of the sales of this classification in 1933, an increase from 
32.2 per cent in 1929. A Census report for 1933 states in this connection, 1 

The trend toward combination food stores (grocery stores with fresh meat 
departments), was pronounced in the period between 1929 and 1933. The 
movement toward the inclusion of meat departments in grocery stores started 
with the smaller chains in the years prior to 1929, and the larger chains were 
testing it out in relatively few stores at the time of the 1929 Census. Since then 
it has become the predominant kind of chain food store. The increase in chain 
ratio, from 32.2 percent in 1929 to 43.7 percent in 1933 without any change in 
ratio in the grocery field, reveals the transition of many chain units from grocery 
stores to combination stores without corresponding movement to the same degree 
among independent grocery stores. 

It will be noted from the foregoing that chains seem to prefer to 
operate food, variety, and drug stores and filling stations. The favdrable 
relative showing of the chains during the depression period is due in the 
main to the large proportion of business done by the chains in these lines 
of business. The independents operating these kinds of retail stores 
suffered least in volume of sales during the same period. More than 
one-half the chain-store volume of sales was secured in the four above- 
mentioned fields. The chains had relatively small representation in 
the retail fields hardest hit during the depression. The leader^ in this 
type of retailing evidently are aware of its weaknesses as well as its 
strength. 

Size and Geographical Distribution of Chains . — The Federal Trade 
Commission received reports from only nine chains that had 1,001 and 
more stores. The 1929 Census found that less than 10 per cent of the 

l IbUL ' 



2143 TBS MARKETING PROCESS 

chains had more than 1,000 stores. This group, however, owned about 
one-half the chain stores and did about 40 per cent of the volume of 
chain-store business. Only 337 chains out of a total of 7,061 chains had 
more than 50 stores each; 70 per cent of all chains did not have more than 
10 stores each. These figures indicate that the chains are not the 
mammoth organizations sometimes pictured. There are a few, however, 
of national and international scope that own and operate a large number 
of stores. In the grocery field, for example, one chain — the Great 
Atlantic & Pacific Tea Company — was reported as having more than 
15,000 stores in operation at the beginning of 1934, located in 35 states 
and 2 provinces of Canada. The firm owned 62 warehouses, 32 bakeries, 
6 salmon canneries in Alaska, 5 manufacturing plants, 2 cheese pldnts, 
2 laundries, and 1 printing plant. The number of employees ^as 
approximately 90,000. Sales for 1929 amounted to $1,053,692,8^2, 
with net profits of $26,219,681; sales for the year ending February 28, 
1934, were $819,616,729; the tonnage sales for the year were 4,962,543. 
The margin of profit for 1929 was approximately 2.5 per cent; for 1934 
It was 2.91 per cent. Another chain, Kroger Grocery and Baking 
Company, operated more than 4,300 retail outlets, which secured sales 
of $221,175,330 in 1934; approximately 2,761 of these contained meat 
markets. The average weekly sales per store in 1934 were $968. The 
stores were located in 1,463 cities in 18 states; several grocery depart- 
ments are located in some of the Sears, Roebuck department stores. 
The Kroger Company employs more than 22,000 people. The margin 
of profit in 1934 was 1.91 per cent of net sales. This company owned 
and operated 10 bread and cake bakeries, 3 meat-packing plants, 4 
dairies, 4 coffee-roasting plants, 1 sausage plant, and a general plant 
for packing candies, spices, teas, coffees, and extracts. Safeway Stores, 
Inc., was operating 3,228 stores at the beginning of 1935; 2,085 of these 
contained meat markets. This organization operates 21 bakeries, 71 
warehouses, and 4 creameries. In addition to groceries and meats, 
this chain sells vegetables, fruits, candies, beverages, cigarettes, mops, 
and small kitchen utensils, and some units have drug departments and 
lunch counters. The stores are located in 20 states and the Dibtrict of 
Columbia; there are 179 stores in Canada. Nine stores formerly operated 
in Hawaii were sold in 1934. The company employs almost 17,000 
people. Net sales for 1934 were almost $243,000,000; the margin of 
profit Whs 1.93 per cent. 1 

The Progressive Grocer estimates that small local grocery and combi- 
nation chains, chains with four to twenty-five stores, had a sales 
volume of $287,000,000 in 1933, and the sectional and national chains 

‘Some of the other large chains are the Woolworth, Kresge, and Grant 
organizations. ( 
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had sales of $1,922,000,000. The total retail food and grocery sales 
in 1983 are estimated by the same authority at $7,781,415,000; in 1988 
chain stores selling food products are estimated to have secured 38 per 
cent of the total amount. The Census for 1933 estimated total sales of 
grocery and combination stores — chains and independents — at $6,144,- 
884,000 ; l the chain-store proportion is placed by the census at 43.7 per 
cent of the total sales of grocery and combination stores. 

There is wide variation in the proportion of total sales of grocery and 
combination stores secured by chains in the various geographical dis- 
tricts. The chains in these two kinds of food chains account for 46 
per cent of the total volume of sales in the New England division, 47 
per cent in the Middle Atlantic division, 41 per cent in the East North 
Central division, 36 per cent in the Pacific division, 31 per cent in the 
South Atlantic division, 24 per cent in the East South Central division, 
23 per cent in the Mountain division, 19 per cent in the West North 
Central division, and only 18 per cent in the West South Central division. 
There is wide variation among states as well. Grocery and combination 
stores in Rhode Island and the District of Columbia secured 53 per cent" 
of the total sales of grocery and combination stores in 1933; similar 
chains in Massachusetts, Connecticut, and New Jersey secured 49 per 
cent of total sales in each state. Chains in the same classification secured 
40 to 48 per cent, inclusive, of total sales in each of the following states: 
Michigan, New York, Pennsylvania, Delaware, Ohio, Illinois, and Cali- 
fornia. The lowest proportion of grocery and combination store business 
secured by the chains was in Mississippi and Minnesota, where the 
amount was 11 per cent. The chains secured 12 per cent of the business 
in Arkansas; and 13 per cent in Montana, North Dakota, and South 
Dakota. The stores of these chains are concentrated largely in the 
eastern part of the country. There is apparently a close correlation 
between the location of these chains and the density of population* and 
the industrial development of the territory. Map 4 shows by states 
the number and sales of all retail stores, number and sales of independent 
stores, and the number and sales of chain stores. 

In 1929 there were 105 local variety chains with 772 stores; in 1933 
there were only 59 of these local chains with 535 stores. The number of 
sectional and national chains was 43 in 1929, with 4,675 stores; in 1933 
there were 34 chains, with 4,809 stores — an increase of almost 3 per cent 

1 This figure does not include the sales of meat markets, bakeries, fruit and vege- 
table markets, candy and confectionery stores, beer and liquor stores, or dairy stores 
which are included in the estija&te by the Progressive Grocer . These figures, however, 
do not according to G. M. Lebhar, editor of Chain Store Age , the sale of 

grocery products by Woolworth, Grant, Kresge, and other 5 cent to $1 c h a ins . If 
these were included the percentage of grocery sales by chains would be higher than 
the Progressive Grocer estimate. 1 
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in the number of stores. The number of chains, however, showed a 
decline of 30.7 per cent. 

The total sales of the local variety chains declined 42 per cent from 
1929 to 1933, while the sales of the sectional and national chains declined 
only 22.8 per cent. The sales of the locals amounted to only approxim- 
ately one-fortieth of those of the sectional and national chains. The sale 
of meals comprises almost 5.4 per cent of the total sales volume of variety- 
store chains. There were 20 local department store chains with 103 
stores in 1929; the number of chains declined to 17 with 100 stores in 
1933. The number of sectional and national chains was 13 in 1929, 
with 2,457 stores; the number of chains increased to 17 in 1933, with 
2,972 stores — an increase of almost 30 per cent in the number of chains 
and almost 21 per cent in the number of stores. The total sales of the 
local chains decreased 6.7 per cent from 1929 to 1933, while the decline 
for the sectional and national chains was only 3.5 per cent. The total 
volume of sales of the local chains, however, amounted to only about 
one-eighth of those of the sectional and national chains in 1933. 

Some Chain-store Practices . — The competitive position of the chains, 
especially the larger ones, is no doubt improved because of discounts 
and allowances received from manufacturers. The reader is reminded, 
however, that practically all chains have developed from a single inde- 
pendent store which secured no unusual purchasing advantages in its 
beginning. The discounts and allowances secured may be grouped 
under three headings, i.c., volume discounts , received because of the 
amount of merchandise purchased from the manufacturer; 1 advertising 
dUowanceSf discounts given in recognition of the prestige of the buyer and 
in return for the newspaper advertising, window, counter, and store 
displays, and other forms of sales promotion furnished by the mer- 
chant; and miscellaneous allowances . Not all manufacturers, of course, 
give allowances or discounts to chains, wholesalers, and voluntary 
chains. 

The average rate of allowances on total sales of all manufacturers to 
chains in 1929 and 1930 was approximately twice the amount received by 
wholesale and cooperative chains, according to the Federal Trade Com- 
mission report. The average discount received by the chains was 
1.89 per cent in 1929 and 2.02 per cent in 1930; while that received by 
cooperative chains was 1.00 and 1.04 per cent and by the wholesalers 
0.87 and 0*91 per cent for 1929 and 1930, respectively* Only ^53 of 

1 The volume discount may be in the form of “straight volume allowances, no 
quotas or Increases specified;. volume allowances with a quota specified; progressive 
discounts incr easing with volume; and discounts for increases in volume over some 
Prior period.” W. H, S. Stevens, “A Comparison of Special Discounts and Allow- 
ances in the Grocery, Drug, and Tobacco Trades,” Journal of Business of the Unit**- 
rify Of Chimgo, July, 1934. t 
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the 457 manufacturers reporting in 1929, and 273 of the 464 reporting 
In 1930 gave allowances to chain, wholesale, or cooperative dealers. 

The following summary statement, by Mr. Stevens, 1 indicates the 
importance of volume and advertising allowances in the grocery, drug, 
and tobacco trades. 

Importance of Volume and Advertising Allowances . — 1. From the point of 
view of the amounts of money paid, advertising allowances are of outstanding 
importance in the tobacco trade, over 80 per cent of the 6-7 million dollar total 
going for this purpose, as compared with less than 13 per cent for volume. In both 
the grocery and drug trades, on the other hand, larger amounts are paid for 
volume than for advertising and promotion, though only slightly so. \ 

2. Measured by (a) the number of manufacturers making allowances, (w by 
the number of dealers receiving them, and ( c ) by the number of times they\are 
reported, advertising and promotional allowances are more important than 
volume allowances in the grocery and tobacco trades, the reverse being generally 
true in the drug trade. 

3. Measured by the total amounts of the allowances paid, volume allowances 
are relatively more important to wholesalers than to chains in all three lines, and 
advertising and promotional allowances more important to the chains. 

4. Measured (a) by the number of dealers obtaining allowances and (6) by 
the frequency with which they are reported, advertising allowances in the tobacco 
and grocery trades are relatively more important to the chains than to the whole- 
salers, and volume allowances more important to the wholesalers than the chains; 
but measured by the number of manufacturers giving them, advertising and pro- 
motional allowances are more, and volume allowances less important to whole- 
salers than to chains in these two kinds of business. 

5. Measured (a) by the number of manufacturers reporting and (6) by the 
frequency with which they are reported, advertising allowances in the drug trade 
are relatively more important to the chains than to the wholesalers, and volume 
allowances more important to wholesalers than to chains; but measured by the 
number of dealers receiving allowances, both volume and advertising allowances 
are more important to the wholesalers than to the chains. 

6. However, in three out of the four sets of criteria employed, the advertising 
and promotional allowances are relatively more, and volume allowances relatively 
less, important to the chains than to the wholesalers. 

* • * 

In conclusion it deserves to be pointed out that the special discounts and 
allowances shown by this study do not necessarily represent the full buying 
advantage of the chains as compared with the wholesaler-retailer system of 
distribution. The Commission's price and margin studies for groceries and drugs 
in four different cities show quite definitely that, although the drug-chain buying 
prices are lower than those of the wholesaler, chief! y^because of special discounts 
and allowances, such concessions represent only a part of the lower buying prices 
of the chains in groceries. 
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Chain Prices Compared with Independent-store Prices*^ The studies 
made by tbe Federal Trade Commission seem to establish rather decid- 
edly the facts that chains, on the whole, sell at lower prices than inde- 
pendents, have lower merchandise costs, and operate on lower mar gi ns . 
The Commission found in Detroit, for example, that the totals of the 
unweighted retail selling prices of the 256 items included in the principal 
margin study were $144.73 at the independent drug stores and $129.67 
at the chain drug stores. 1 The independent drug-store prices were 
therefore 11.62 per cent higher than corresponding chain-store prices. 
When these prices are weighted by chain-store quantities, the independ- 
ent-store prices are 17.87 per cent higher than chain prices. A similar 
investigation among the drug stores of Washington, D.C., showed the 
unweighted prices of 226 drug-store items in independent stores to be 
10.72 per cent higher than in chain stores. 2 When the prices were 
weighted by chain-store quantities, the independent-store prices were 
found to be 27.75 per cent higher than the chain-store prices. In 
Cincinnati 3 the unweighted independent drug-store prices were 9.80 
per cent higher than the chains; when weighted the prices were 22.68 
per cent higher than those of the chains. The Commission found that 
the unweighted independent-store prices for 120 items sold in the grocery 
stores of Cincinnati were 6.35 per cent liigher than the prices of the larger 
chain grocery stores and 5.74 per cent higher than the prices of the 
smaller chains. 4 When the prices are weighted by the independent- 
store volume, their prices are found to be 9.22 per cent higher than those 
of the larger chains, and 9.28 per cent higher than those of the smaller 
grocery chains. 

Price Policies among the Chains . — How do the chains determine what 
price to charge for their merchandise? The following quotation from 
a Federal Trade Commission Report gives us some valuable information. 

Pricing at a set average mark-up cost is the rule most frequently reported by 
the chains. Next in order is the rule that prices are set by competition, which in 
turn is followed by the policy of selling at fixed retail prices determined in advance 
of the purchase of the goods, as exemplified in 5- and 10-cent store chains. The 
latter policy is not confined, however, to the policy of selling at a limited number 
of fixed retail prices, but includes any policy of buying goods to sell at predeter- 

1 Federal Trade Commission Report, “ Chain Stores, Detroit,” Senate Document 96. 

1 Federal Trade Commission Report, “Chain Stores, Washington, D.C.* Senate 
Document 98. 

3 Federal Trade Commission Report, “Chain Stores, Cincinnati.” Senate Docu- 
ment 95. 

4 Federal Trade Commission Report, “Chain Stores, Cincinnati,” Senate Docu- 
ment 88. 

* Federal Trade C ommissio n Report, “Chain Stores — Chain-store Price Policies,” 
Document 85. \ 
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mined retail prices. When a set mark-up is employed, the cost of the goods is 
^treated as the basic figure and retail prices are set so as to provide the desired 
profit. When, on the other hand, fixed retail prices are the starting point, the 
purchase prices paid for the goods must be low enough to yield the chain its 
profit. The difference between the two methods is a difference in emphasis; 
the former presumably stimulates the chains to reduce their operating expenses 
as a means of increasing net profit, while the latter tends rather to emphasise 
reduced purchase cost as the source of increased profit. 

Chains may follow a rule of pricing at a certain average mark-up over the 
cost of the goods; but, because of their policy of featuring specials or leaders, they 
cannot get an adequate mark-up on such goods and must make up the difference 
on other merchandise. Discussion of pricing methods by a number of chain 
officials interviewed illustrates with considerable detail the various ways in which 
the losses or absence of profit on staples and leaders are offset by the higher 
mar gins obtained on other goods, and in this respect the present report supple- 
ments the report on chain-store leaders and loss leaders. Two chain officials 
criticize the consuming public for demanding excessive price reductions on Borne 
classes of goods while paying without complaint more than a reasonable price for 
other classes. 

Sixty-two per cent of the reporting chains have no rule against pricing goods 
below net purchase cost, and 74 per cent of them have no rule against pricing 
goods below net purchase cost plus cost of doing business. Chain-store officials 
discussing such rules show that those chains that have them frequently permit 
exceptions, while those that do not have them say it would be impossible to 
live up to them. 

About two thirds of the 1,500 reporting chains state that they retain exclusive 
control of selling prices and also of mark-up in central headquarters, the range 
being from about 20 per cent of the department-store chains to 100 per cent of 
the hat and cap chains. About one seventh of the chains give exclusive control 
of selling prices and of mark-up to their store managers, while one fifth of them 
divide control of these matters among central headquarters, subheadquarters 
warehouses, and store managers. 

Although 70 per cent of the 1,673 reporting chains claim that their selling 
prices are identical in all their stores, the great majority of chain stores and sales 
reported are on a nonuniform price basis. The 502 chains which reported the 
selling prices of their stores as not being identical account for about tVo thirds 
of all stores and seven tenths of all sales reported. This is due to the fact that 
the larger chains show a greater tendency toward price variation than the smaller, 
and to the fact that approximately three fifths of all stores and sales reported 
belong To grocery and meat, dollar-limit variety, and department-store chains, 
which lines are to a much larger extent characterized by price variability than 
any of the other 23 lines of chain business studied. 

Price variability is influenced not only by kind of business and by size of 
chain but also by the geographic extent of the chains. For example, larger 
proportions of city chains of specified rises report uniform prices than is true of 
ch ai ns operating in one state, /or geographic division, or in two or more divirions. 



RET At L FUNCTIONARIES-CHAIN STORES 2t? 

About o m quarter of all chains reporting variations in selling prices state that 
their prices vary between different sections of the country, while a trifle ovetf 
three quarters report their prices as varying between different cities in the same 
section, and only three tenths state that their prices vary within the same city. 

* * * 

Differences in costs of goods and differences in the costs of transportation 
frequently cause nonuniformity of prices in intercity chains and especially in the 
case of intersectional chains. Also, where the stores of a chain in different cities 
buy some merchandise locally, differences in the cost of the goods tend to result 
in nonuniform selling prices for such goods. Again, differences in overhead and 
in costs of operation, such as rent, salaries, taxes, and other local expenses may 
cause prices of stores situated in different geographic sections, in different cities 
of a section, or even in different parts of the same city to vary. 

The prices of a chain may vary, too, because of the volume of business trans- 
acted, the amount of credit and service extended, the local business conditions 
encountered, and sometimes simply because the chain can get more from the 
class of people served in one locality than it can get elsewhere. 

But competition is the most frequently reported single reason for price varia- 
tion, including variations due to the lowering of prices in certain stores of a chain 
for the purpose of meeting or underselling local competitors, or for the purpose, 
as they call it, of “ stimulating business.” 

Operating Expenses of Chain Stores . — The Census of American Business 
published the “reported expenses” of all chains for 1933 at $1,710,764,000. 
This amounts to 27.10 per cent of total reported sales. We cannot 
determine whether this is an accurate expense figure since we do not 
know what adjustments, if any, have been made for allowances and 
discounts received, for interest on own investment, and for several other 
expense items. We may be quite sure, however, that central office and 
warehouse expenses are included so the figure equal to 27.10 cents on 
each dollar of sales includes what corresponds to the combined costs of 
the wholesaler and the independent retailer. Thus the Census figures 
show the costs of independent retailers to be equal to 25.41 cents on each 
dollar of sales, but to get a figure comparable with the chain-store expense 
figure we must add the expenses of the wholesalers to those of the inde- 
pendent 1 retailers. 1 

The total central office and stores expenses of variety-store chains 
were reported as 30.81 cents per dollar of sales for 1933 ;* the correspond- 
ing figure for department-store chains was 27.48 cents.* Table 30, 

1 The expenses of the grocery wholesaler (merchant) were 12.8 per cent of net sales 
in 1983. This equals 9.6475 per cent of the retail price under the conditions stated 
above. The comparable co^ figure would be therefore 25.41 plus 9.55, or 34.98, 
which gives the chain an advantage of 7.86. 

* u Variety Store Chains and Department Store Chains,” Census of American 
Business, Beta# Distribution, 1933, p. 7. 

*fbid. t p t 10. \ 
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Table 30. — Opbbatiko Results or (a) 23 Identical Variety Chains 1 (b) 10 
Identical Depaktment-stohe Chains 1 

Variety Department-store 

chains chains 



1932 

1933 

1931 

1932 

Aggregate number of stores 

14,713 

4,759 

2,562 

2,525 

Aggregate net sales, per cent 

100 

100. 

100 

100 

Gross margin, per cent 

33.82 

37.40 

27.06 

27.53 

Total expense (including interest, per cent) 

32.19 

32.69! 

30.73 

34.61 

Net profit or loss, per cent 

Net other income (including interest on net wort h), 

1.63 

4.71IL 

3.45 

I L 5. 29 

per cent 

Net gain: 

2.87 

3.39| 

2.26 

2\B6 

Percentage of net sales 

4.50 

8. 10|L 

1.19 

2.60 

Percentage of net worth 

Rate of stock turn (times a year) based on average 
of inventories at the beginning and end of the 

8. 08 11 

14.82IL 

4.68 

9.13 

year 

Freight, express, postage, and truckage, per cent. . 

5.12 

4.761 

2.87 

1.90 

2.61 

2.33 


1 Harvard University Graduate School of Business Administration , Bull. 95, p. 5. 

. t , * JWd.. Bull. 94, August, 1934. 

4 4 * Because of inadequate balance sheet data for one firm, the figure for net gain as a percentage of 
net worth for 1932 is based on the reports of 22 chains. 

if 

compiled from the Harvard reports, gives figures on gross margins, 
expenses, and other items that are perhaps somewhat more representative 
of the true situation. The losses suffered by the department-store 
chains during 1931 and 1932 clearly reflect the effects of the depression. 
The variety-chain figures for 1933 reflect the improved business conditions 
of that year. These data suggest the more favorable competitive posi- 
tion held by variety stores when compared with department stores. 
The'type of merchandise sold by the former enjoys a more stable demand 
than that of the latter. 

Table 31, compiled from a Federal Trade Commission report, gives a 
view of the trend in number of chains, number of stores, and gross 
profits of the group of chain stores investigated. The fractional stores 
are the result of adding the number of stores at the beginning of the year 
to the number at the end of the year and dividing the sum by 2. 

Th^ average gross profit for the entire group was 28.8 per cent in 
191S; it fell to 23.9 per cent in 1920, increased to 27.8 per cent in 1925, 
then declined to 26.3 per cent in 1930. With the one exception in 1920 
this average profit remained fairly stable. An (examination of the table, 
however, reveals wide fluctuations during the period in many of the groups 
and likewise shows large differences in gross profits among the different 
kinds of "chains. Hie gro^s profit of grocery chains, for example, was 
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only 10.8 per cent in 1915 but increased steadily until it was 22.1 per cent 
in 1930. Grocery and meat chains, on the other hand, started with a 
gross profit of 20.2 per cent in 1915; the figure for 1930 was 19.7 per cent. 
Gross profits of confectionery and of men’s and women’s ready-to-wear 
chains showed a marked increase. General merchandise, dry goods, 
Table 81. — Trends in Chain-store Development, 1915-1930, by Kinds of Chains 1 

191 S 1920 1928 1930 

Kinds of chains 



(o) (8) (e) (o) 

(6) 

(c) 

(«) 

(6) (c) 

(a) 

(6) 

(r) 

Grocery 

44 IK 0.8 

1.840K 15.3! 

80i 6.460K 9.9] 

94 

1,135 (22.1 

Grocery and meat 

1.750K 20.2 

6,970 

15.31 

92 21,690 21.1 

128| 53.273 

.9.7 

Meat 


80K 18.4 

45 

474K 21.8( 

51 

654 

24.0 

Confectionery 


12 |34.9 

17 

226 4.6 

21 

441K 52.4 

Drug 

37 33. 0; 

366K 36.9 106| 

915K 4.6 

166! 

2.217K33.9 

Tobacco 

24 28.3 

1.348K 29.2 

16! 

1.525K 27.5 

34 

1.652 | 

20.8 

Variety ($ 1 limit) 

1.074K 33.7 

1.803K 33.6 

47 

2,647K 35 6 

68| 

| 5.040 , 

33.8 

Variety (85 limit) 

37.0] 

8K 26.5 

8| 

47Ki27.0 

14 

140KI28.4 

Variety (unlimited) 




3 

11 26.9 

5 

! 82K24.5 

Men's ready-to-wear. . . 

16 28. 2\ 

65 | 

26.3 

53 1 

269 K 30. 6| 

64 

454 

80.9 

Women’s ready-to-wear. 

10 32. 

95K 29.2 

56 

288K 31.8 

87 

831 

31.5 

Men and women’s ready-j 









to- wear 

6H 34.2 

61 

28.5 

45 

356K41.6 

47 

615 

MS*' 

Men’s furnishings 


25 K 

30 

21 

110K 36.3 

23 

167 K 34 

Women's accessories. . . . 

3 32.2 

10H 

28.7 

8| 

65 31.6 

14 

122 

33 . 7 ^ 

Hate and cape 

25 39.1 

97 

33.3 

15! 

290 K 42.5 

16 

475HI 

40.1^ 

Millinery 

26 44.9! 

123 

|42. 

20 

288 44.1 

24! 785KI 

44.1 

Men’s shoes 

3K 24 

12 

29.8 

10 

212 28.8 l: 

414 

33.9 

Women’s shoes 

2 32.8 

9K 26 4 

20 

146 31.4 

28 

463 K 

31.5 

Men and women’s shoes 

70K 33.8 28 

457 

23.4 

86 

,435K 30.1 

111 

2.208K 

33.3 

Dry goods 


11 

22.2 

10 

35> 26.5 

14 

82 

18.6 

Dry goods and apparel 

90K 22 

289 

14.1 

61 

969K26.4 7: 

2.004 

[24.8 

Department store 

13 34 

29 K 30.3 

15 

73K 33.7 

24 1.050K 

[29.8 

General merchandise 

45> 22 

84 K 19.0 

'1 31 

149 22.6 

28 166K17.2 

Furniture 

10 ,38 

24 

48.8! 19 1 

67 47. 

23 

160K146.0 

Musical instruments 

30 39 

86 

43.8 15 

129K43.8 13 101Kl3S.7 

Hardware 

14 20.5 

39 

26.4 21 

71 27.6 2 

154 

|27.0 


Totals, 63(3,696 28.fi ,285 j 13. 949 23.9l920l38.955 27. 1.201 |64,891H|26.3 


(а) Number of chains reporting. 

(б) Avelage number of stores operated by reporting chains. 

(c) Gross profit percentages. 

1 Compiled from “Chain Stores — Groes Profit and Average Sales per Store of Retail Chains/* Senate 
Document 178. 1933;F.2\C. R*pt. t 1933. 

and tobacco chains show decided declines in the trends of they* gross 
profits during the period. It is perhaps significant that the increase in 
the number of stores among two of these three groups of chains was small 
from 192S to 1930 while* the general trend was toward large increases 
in numbers. 

Rale of Return on Invested Capitol . — The rate of return on invested 
capital varies c onsi derably according to the lynd of chain and according 
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to the number of stores in the chain. One of the reports of the Federal 
Trade Commission goes into considerable detail in the discussion of tins 
situation. The report covers the years 1913, 1919, 1922, 1925, and 
1927-1930, inclusive. 

Table 32. — The Size Group Receiving the Highest Rate or Return on 

Invested Capital 1 


Kind of chains 

Number of 
stores 

Average rate of return, 
per cent 

Grocery 

101 to 500 

16.60 [ 

Grocery and meat 

1 ,001 and over 

24.60 \ 

Me%t 

26 to 50 

21.90 \ 

Confectionery 

11 to 25 

14.69 ' 

Drug 

11 to 25 

16.30 ' 

Tobacco 

101 to 500 

14.82 

Variety 

1 ,001 and over 

26.69 

Women’s ready-to-wear. . 

51 to 100 

25.92 

Millinery 

51 to 100 

40 62 (1930 loss, 3.41) 

Men’s and women’s shoe. . 

101 to 500 

14.64 (1925-1930) 


1 “Chain Stores/' Federal Trade Commission, Inverted Capital and Rates of Return of Retail Chains, 
document 87 , 1934 . 

Table 32 was compiled from this study. Drug chains and confec- 
tionery chains with 11 to 25 average stores per chain showed the highest 
rate of earning, for their respective groups, according to the reports 
returned to the Commission, during the period. The average returns 
were 16.30 and 14.69 per cent, respectively. The highest returns for 
grocery and meat chains and variety chains occurred among those operat- 
ing 1,001 and more stores. Grocery chains, men's and women’s shoe 
chains, and tobacco chains secured the highest rate of returns among 
those companies operating 101 to 500 stores. The rates were 16.60, 
14.64, and 14.82 per cent, respectively. Meat chains operating 26 to 50 
stores secured a return of 16.60 per cent, the highest for this group. 
Women’s ready-to-wear chains and millinery chains secured the best 
results when operating 51 to 100 stores. The net returns for \he first 
Were 25.92 per cent; for the latter 40.62 per cent. The last group, how- 
ever, suffered a loss of 3.41 per cent in 1930. The 1930 net return for 
each ggpup was the lowest of any year reported and was also materially 
lower than the average for the entire period. 

Comparative Annual Earnings of Employees . — The average annual 
warnin g s of full-time employees of independent retailers was $1,306 in 
1929 and $947 in 1933; corresponding figures for the chains were $1,845 
and $1,079. The average earnings per full-time employee of independent 
*®tailers decreased 27.5 per /sent, while the earnings of employees of chain 
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stores declined only 19.8 per cent. The number of full-time employee* 
of independent retail stores declined 33.8 per cent, while those of chains 
declined 17.3 per cent. Total payroll for independent stores decreased 
48.9 per cent; for chain stores, 30.8 per cent. These Census figures sug- 
gest that the employees of chains fared somewhat better during the period 
than those of independents . 1 

Determinants of Success. — The success of the chain’s system of market- 
ing depends upon a considerable amount of standardization. This 
applies to merchandise, policies, organization, and operation. The 
commodity sold should require little personal service and selling effort; 
it should have a high degree of repeat sales so as to permit a rapid turn- 
over at low unit profit. The merchandise should not be so bulky as to 
make delivery necessary nor of such character that the average sale will 
be large. The store units must be densely enough located so as to make 
supervision and delivery from a central warehouse feasible . 2 

Advantages of the Chains. — There were a few exceptional business 
men among the independent retailers, such as J. C. Penney, Kroger, 
Kresge, Grant, McCrory, Walgreen, and several others who stood head 
and shoulders above the great mass of merchants. They developed 
great skill in management and in merchandising. They were also 
successful in training efficient assistants. Their ability was rewarded 
in the course of time with increased volume of sales, profits, and financial 
resources. They were able eventually to secure quantity discounts on 
purchases, to integrate wholesaling and retailing, and, in some instances, 
manufacturing, thereby further reducing the cost of merchandise bought. 
As the chains grew, size brought prestige and permitted specialization 
and the payment of salaries that secured the best available managerial 
ability. This factor has been exemplified in the scientific selection of 
locations, the determination of effective identifying features, the logical 
layout of the stores, the careful selection and control of merchandise, 
the training and supervision of employees, and the effective use of 
advertising. 

E. A, Filene, in speaking of chain department stores, points out several 
advantifiges of chain systems, as follows:* 

1. Their large buying power makes it possible not only by eliminating inde- 
pendent middlemen but by getting lower quantity prices to buy more cheaply. 
Often they can use the entire output of factories, relieving the manufacturer of a 

1 The Federal Trade Commission studies indicated that at the time of the inquiry 
chains were paying lower wages than the independents in some localities. The retail 
grocery code was supposed to remedy this situation. Information is not a vailable 
ss to what after the N.I.R.A. was declared unconstitutional. 

•Baxter W. 3., Chain Store Distribution and Management, p. 12. 

•“Billions at St a ke in the Next Move of Chain Merchandiseta," Mag. of WWt 
Street, pp. 884 See. 29, 1928. a 
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very important part of his sales expense, of some of the great losses incidental to 
seasonal idleness, and of the production of goods that cannot be sold at a profit. 
The chains are entitled to receive a share of these savings in lower prices. 

2. Bigger stock turn through scientific warehousing enables them to replenish 
more quickly the stocks of the stores in the chain. This greater stock turn is 
also due to their ability to select and obtain the best locations. 

3. They achieve better results through standardization of merchandise, 
fixtures, displays, accounting, control, personnel, policies, and the like. 

4. The magnitude of their operations enables them to employ unusually expert 
buyers, staff men, and experts of all sorts — at an infinitesimal cost per store. 

5. This larger organization offers more opportunities for promotion than 
small stores, which helps the chains to retain the services of really good employees. 

6. The low price appeal and the concentration of their stock on most-wanted 
goods make it possible for chains to keep busy a larger part of the time than the 
small independent concerns. Ability to acquire better locations than most 
individual stores also helps in this respect. In the ordinary store a clerk is 
selling only about one-third of the time. 

Most of these advantages exist in direct proportion to the volume of business. 
At present the larger chain-store organizations are making the most of them, and 
they are highly successful. 

Disadvantages of the Chain Store . — The many advantages of the chains 
have caused some people to believe that they will eventually crowd 
out all other types of retail institutions. They will not, of course, 
unless they excel in the performance of all the marketing functions. 
This does not seem probable at present. They have definite limitations 
and disadvantages. One of the definite limitations of the chain system 
is its dependence on standardization. Quantity buying and mass selling 
tend to limit the field of selection of merchandise. The personal whims 
of many wealthy and important possible customers cannot be satisfied. 
The management must hold to the lines of merchandise that are wanted 
by the great mass of people so as to keep down inventories, increase 
stock turns, reduce sales expense, and in other ways make possible low 
prices to the consumer and satisfactory profits for the stockholders. 

The personnel problem is a serious one for the chain-store manage- 
ment. The salaried manager may tend to become machine-likej imper- 
sonal in his relation to customers and to the community. He is not 
likely to develop the same zeal for the best interests of the company as 
the alert individual owner does for his own business. A chain organiza- 
tion, in its early stages while it is growing steadily, offers opportunities 
for rapid promotion to the superior employees. This condition draws 
many capable young men who overlook the ipxmediate low pay, long 
hours, and hard work in the hope of being well remunerated through 
promotions. As the system approaches its full growth, the opportunities 
for rapid promotion to important executive positions become fewer and 
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more remote. This situation causes the capable young man to hesitate 
before casting his lot with the organisation. The chain stores are 
attempting to meet the personnel problem in various ways, e.g., through 
bonuses, profit sharing, stock-ownership plans, and specialized training 
courses. 

The policies of the chains tend to limit their growth. Not all people 
in the country want to pay cash; some want deliveries; and others want a 
wider selection from which to choose. There is a prejudice on the part 
of a number of consumers against the chain store. Such retail outlets 
are regarded as inferior, and their merchandise as commonplace or sub- 
standard. It is felt that the chains do not enter into the life of the 
community, that they use unfair competitive methods, and that they 
may establish a monopoly. Individual stores in the chain eventually 
reach a sales volume where an increase in sales volume depends on a 
growth in population, and profits per store may actually decline . 1 

The greatest limitation, however, is the increasing alertness, aggres- 
siveness, and efficiency of the independent retailers. These merchants 
have learned many sound merchandising principles from the chains. 
They have improved the appearance of their stores and merchandise and 
made more effective their methods of advertising, stock control, and 
salesmanship. They are studying and learning the value of cooperative 
buying. The interest being taken in the welfare of the independent 
retailer by the manufacturer and the wholesaler is aiding him in securing 
a stronger competitive position. 

Other Forms of Ownership . — Although chain stores have been devel- 
oped, organized, and purchased by individual merchants, manufacturers , 2 

1 Cf. Rost, O. F., Nation’s Business, pp. 67 Jf., August, 1929. 

* Illustrations of chains established by manufacturers: Walk Over and Florsheim 
shoe companies; Browning King & Company; Brill Brothers; Wallach Brothers; 
A. G. Spalding & Brothers. Some manufacturers use their stores as merchandising 
laboratories. The objectives may be (1) more effective display; (2) testing new 
theories; (3) testing new merchandise; (4) checking style trends and consumer pref- 
erences; (5) to secure general information; (6) to supplement advertising. Cf, 
Printers' Jiilc Weekly , p. 46, Oct . 6, 1932. 

The final report of the Federal Trade Commission, issued in 1936, makes the 
following statement: 41 Manufacturing chains operate over 50 per cent of the total 
number of stores in nine kinds of business . . . and account for over 50 per cent of 
the 1930 sales in nine kinds of business. * . . Over 70 per cent of the sales of manu- 
facturing chains is represented by goods of their own manufacture in sever/ kinds of 
business. In no other line of business do manufacturing chains produce more than 
one-third of the merchandise they sell.” The kinds of business in which manu- 
facturing chains operate extensively are confectionery, men's shoes, men’s ready-to- 
wear, unlimited price variety, drug, grocery, grocery and meat, department store; 
dry goods and apparel, and millinery. Each of these manufacturing chains, except 
department stores, accounted for 50 per cent of the 1930 sales in the nine kinds of 
business. Senate Document 4. * 
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wholesalers, 1 and cooperative groups, the general advantages and 
disadvantages are similar in all instances. 

The unfavorable position into which the independent retailers are 
usually placed when average figures are used in comparing them with 
chains may not always be truly representative. Since there is a much 
larger percentage of small-scale, high-cost establishments among the 
independents than among the chains, this means that the independent 
wholesalers and retailers are not shown in their best light. Moreover, 
there are many wholesale and retail establishments that have achieved 
a very high degree of efficiency in performing the marketing job. A 
study of the average retail sales for independent and chain stores injtwo 
eastern states, for example, showed a group of independents nearly as 
numerous as the chains with average sales $3,000 higher than the chain- 
store averages, indicating, from the volume angle at least, a high potential 
marketing efficiency. If selected groups of wholesale and independent 
retail merchants be taken it is possible to find examples of average costs 
that compare quite favorably with the chain system. This is particu- 
larly true of some of the voluntary chain groups. 2 

The Federal Trade Commission apparently believes that competition 
in the grocery trade will prevent the establishment of a monopoly by 
any individual chain, and the same is true as to the large chains in the 
drug group. The investigation of the Commission brought to light no 
violations by the chains of Section 7 of the Clayton Act; there was no 
evidence of agreements, conspiracies, or combinations in restraint of 
trade. 

Organization of Chain Systems . — The typical chain-store enterprise 
has the usual group of stockholders, board of directors, and officers 
found in other corporations. Suitable locations with reference to the 
section of the country, the cities within the sections, and the districts, 
streets, and specific lot site in the city are determined, and leases on 
the properties wanted are secured. The task of securing a suitable 
location is under the direct supervision of the central office. 

Each store is operated by an experienced manager, one that has 
received some training in the organization as a clerk, checker, ‘cashier, 
or assistant manager. A group of individual stores are usually placed 
under the jurisdiction of a supervisor who goes around from store to 
store, giving instructions and advice and seeing that previously given 
instructions are being followed. These divisions may be organized into 
larger units with a district manager in charge who reports to the home 
office. Each district has its own warehouse, and trucks for making 

, 1 Illustrations of retail chains owned or sponsored by wholesalers: Chas. Broadway 
Sanaa, Inc.; Federated Stores; l.G.A. Stores (see pp. 226 ff.). 

*€f. Federal Trade Commitsion Report on Cooperative Grocery Chaim. 



RETAIL FUNCTIONARIES— CHAIN STORES 225 

% ’ * 

deliveries to the stores. Buying, with some minor exceptions, is cen- 
tralized. The control system, through records and reposts, is hi ghly 
standardized and is efficient. The manufacturing facilities, such as 
bakeries, coffee-roasting plants, and packing plants, are under the 
manufacturing division but closely coordinated with the marketing 
division. 

Some Adaptations of the Chain-store Idea. — There are a number of 
adaptations of some of the outstanding features of the chain-store idea. 
The two leading mail-order houses, as was noted in the preceding chapter, 
have adopted the chain plan rather than having made any significant 
adaptations. Some manufacturers, wholesalers, and large department 
stores have established branch stores and sponsored independent retail 
groups in many ways similar to the chain organizations. The most 
important development along this line, however, is the so-called volun- 
tary or cooperative chain. 

The Voluntary Chain . — The development commonly referred to as 
the voluntary or cooperative chain is a result largely of the unsatis- 
factory trade position of the wholesaler and the independent retailer 
during the period 1922-1928. 1 The corporate chains were expanding 
rapidly during this period, and many manufacturers were increasing their 
advertising pressure in the hope of creating “consumer demand” for their 
particular brands of merchandise. There was a decided tendency for 
manufacturers “to go around” the wholesaler to the retailer, and for 
the large-scale retailer, i.e., mail-order houses, department stores, and 
chains, to reach back past the wholesaler to the producer. The result 
was that the orthodox wholesaler found his volume of sales declining 
or ceasing to grow at the normal and anticipated rate. Many inde- 
pendent retailers found themselves losing business and saw their neighbor 
retailers failing. The cause usually given for this situation was the 
development of the chain store. Much was being written about the 
# superior merchandising methods used by this group, its scientific selection 
of locations, effective layout of stores, the economies of large-scale 
purchase, and other advantages of chain-store organization and opera- 
tion. *A few enterprising leaders among the wholesalers saw an oppor- 
tunity to organize wholesalers and retailers into associations that could 
secure some of the major advantages of the chain-store plan and also 
retain some of the good points of the independent retail system. The 
plan, it was contended, would aid the sponsoring wholesalers in solving 
their problem of a declining market. The voluntary chain thus devel- 
oped comprises a group of retailers, each of whom owns and operates 
his own store. The group is usually associated with a wholesaler or a 

* The cooperative movement among retailers began in 1887. The wh o lesalers* 
cooperative activities did not begin until about thirty years later. 
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group of wholesalers or a manufacturer; or the retailers may cooperate 
in establishing their own wholesale establishment or warehouse. Hie 
group typically engages in cooperative buying and advertising. They 
may agree on a uniform store front and a standardized store layout and 
use a common name. The movement has developed to the greatest 
extent among grocery retailers and to a less extent among drug retailers. 

The Federal Trade Commission estimated that there were 395 cooper- 
ative grocery chains in the country with an estimated membership of 
53,400 retail stores. The estimated volume of business of these stores 
in 1929 was between $600,000,000 and $700,000,000. The portion of 
this total business that is transacted with members is probably between 
two-thirds and three-fourths. There were 24 cooperative drug chains 
with a membership of 6,041 independent retailers. \ 

The voluntary chain movement in the United States is probably best 
exemplified by the Independent Grocers’ Alliance. This group w as 
organized in August, 1926. The conditions among wholesalers and 
retailers which promoted the organization and development of the 
voluntary chains in general and the I.G.A. in particular, and the solution 
worked out by J. F. Grimes, the moving force back of the I.G.A. plan, 
is stated in an interesting way in the following quotation. 1 

Grimes found the average wholesale grocery salesman calling on 105 customers, 
selling these customers an average of $44 a month, or selling a gross volume of 
approximately $4,400 monthly. He found wholesalers with double the stocks 
which could be profitably carried on the volume of business they were doing. He 
found wholesalers with constantly decreasing sales, and increasing costs. He 
found wholesalers whose entire effort and thought w T ere directed toward getting 
lower prices from manufacturers, then dissipating those savings in inefficient 
“ operation. 

Turning to the retailer he found an equally hopeless situation. The struggling 
retailer, harassed by customers telling him that the chain prices were lower, was 
extremely price conscious. He thought that his salvation lay in being able to 
buy cheaper. He didn’t realize that he had enough stock for two stores piled 
up in one store. He didn’t realize that he had two clerks selling no more than 
one ought to sell. He was losing heavily from poor credit extension methods, 
paying too much rent, spreading his effort over too many different brands of 
amiUr mer chandise . 


Some*of the voluntary chain fundamentals were: (1) smaller stocks; (2) 
faster turnover; (3) greater volume per salesman, both retail and wholesale; 
(4) a drastic reduction in both retail and wholesale overhead costs; (5) a bigger 
sales volume per customer by wholesalers; (6) fewer accounts far wholesale 

* Whitmore, Eugene, “Grimes of the I.G.A.,” American Business, pp, JO /., 
February, 1935. 



RETAIL FUNCTIONARIES— CHAIN STORES 227 

salesmen, and (7) a definite merchandising plan for retailers, actively supervised 
by the wholesaler through his salesmen and service employees. 

♦ * * 

Here is what Grimes visions as the grocery store of the future: A complete 
food market, handling fruits and vegetables, fresh meats, and a full line of rapidly 
moving groceries. A one-stop store where a housewife may buy everything the 
family eats, including bread and milk, at prices comparable to prices charged in 
chain stores for merchandise of similar quality. Such a store should sell for cash, 
should be well located, should operate a modern and thoroughgoing accounting 
and inventory system, and should undertake frequent drives to sell vast quantities 
of food products which have been advantageously purchased and supplied to 
them by the IGA supply depots, as he terms his wholesalers. 

The I.G.A. comprises three divisions: central headquarters, whole- 
salers, who are often called supply depots, and retailers. Retailers and 
wholesalers are individually owned, but the wholesalers secured a 50 
percent ownership in central headquarters in 1933. 1 There are 58 
wholesaler-retailer cooperatives which operate 109 distribution points 
and approximately 10,000 retail stores located in 42 states. In 1929 
and 1930 the Alliance developed and began using the I.G.A. label; by 
the beginning of 1935 approximately 600 items carried this label. The 
primary reason for the introduction of the label was to furnish a means 
for avoiding to some extent the price-cutting competition which centrally 
owned chain stores and independents were waging on certain nationally 
advertised manufacturers' brands. 

Central headquarters comprises four affiliated companies: (1) The 
Independent Grocers' Alliance of America, an unincorporated association 
of retailers affiliated with the Alliance. Membership is based on a;^ 
contract between the wholesaler and retailers. (2) The Independent V 
Grocers 7 Alliance Distributing Company, which is an incorporated 
organization formed to sponsor the association of retailers into the I.G.A. 
This organization owns the copyright on the I.G.A. label and does 
the buying for the wholesalers. It is, in fact, the directing head. (3) 
The Wholesale Grocers, Inc., is an incorporated organization of I.G.A. 
wholesalers formed to acquire 50 per cent of the stock of the Independent 
Grocers 7 Alliance Distributing Company. (4) Marketing Specialists, 
Inc., is an incorporated organization formed by Mr. Grimes to sponsor 
the organization of retailers in other fields into associations. 2 * m Central 
headquarters provides centralized direction in the buying and advertising 
activities of both wholesalers and retailers and provides merchandising 
plans and ideas, promotes harmonious relations among members, and 

1 This summary is based on an article by Perry O. Snider, "Independent Grocers' 

Alliance of America," Bull. November, 1934. 

* the Independent Druggists' Alliance is an exajnple. 
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supervises the development of new territories. Retailers have no part 
in the management of the wholesale business. There are four major 
service divisions, viz., the advertising, the merchandising, the buying, 
and the supervision departments to aid the retailers and the wholesalers 
in their various capacities. 

Mr. Snider summarizes the relationship between the wholesaler and 
retailer as follows : 1 

The wholesaler usually agrees to meet the following terms: (1) enroll the 
retailer as an I.G.A. member; (2) supply him with a weekly merchandising 
bulletin called the Whiz Bang, and the monthly house organ, The Grocerg^am ; 
<3) provide suitable local advertising, including newspaper, direct mail, land 
window display; (4) assist him in remodeling his store and suggest improvements 
to keep it in a modern condition; and (5) furnish the retailer with I.G.A. bratoid 
items with the understanding that the I.G.A. label merchandise will not be sdld 
to non-member stores. X 

The retailer promises: (1) to use the services, insignias, and emblems furnished 
by the wholesaler in good faith; (2) to co-operate with the wholesaler in all 
activities to the best of his ability; (3) to purchase and display the standard I.G.A. 
sign on the front of his store and the insignias on his windows; (4) to pay a Btated 
sum per week in advance during the life of the agreement for the advertising, 
buying, and other merchandising services; (5) to pay all invoices in accordance 
with the regular terms of the wholesaler; (6) to purchase from the wholesaler 
I.G.A. brand merchandise; and (7) to concentrate with the wholesaler as far as 
possible his purchase of grocery items handled by the wholesaler. The usual 
charge paid by the retailers for the advertising, buying, and other merchandising 
services is $3.50 per week per retailer. Several of the wholesalers have specified 
that the retailer should purchase at least $500 worth of merchandise per month 
from the I.G.A. wholesaler. 2 

The Grocery Guild . — A somewhat different kind of voluntary chain 
is the Grocery Guild, sponsored by Piggly Wiggly Corporation, now a 
subsidiary of the Kroger Grocery and Baking Company.* The following 
statement from Business Week gives a good idea of the nature of the 
movement : 4 

'Ibid. 

1 The Bed A White Stores, a cooperative chain sponsored by the S. M. Fiickinger 
Company, was started in 1921. The chain is reported to have been operating 40,000 
Bed A ^hite units in 1934. The Fiickinger Company also operated a number of 
owned stores. The company determined, according to newspaper reports in 1034, 
to ten all its retail stores in New York, Pennsylvania, and Ohio over to the manager 
of, each unit* New York Journal of Commerce , Nov. 3, 1934. 

* The Kroger Grocery and Baking Company is a typical corporate grocery and 
meat chain. The company is the second largest corporate food chain in this country 
(see p. 210). 

4 From Business Week, pp. 8/ # , Mar. 9, 1935. 
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Ordinarily, promoters of voluntary chains merely offer independent merchants 
some price advantages from mass buying plus certain sales and advertising 
cooperation supplied from headquarters and applied through traveling repre- 
sentatives. [Business Week, May 18, 1932, Apr. 19, 1933.J 

The Grocery Guild, however, comes right into town and competes with its 
prospective members by establishing a de luxe retail food emporium as “mother 1 * 
store. This, because of location, size, highly modem equipment, and services 
rendered, is expected to do a large enough volume of retail business to support all 
the advertising and promotional activities necessary to create business for the 
independent grocers that are operating stores in the same town as members of 
the local “ chapter ” of the Guild. The “ mother” store also sponsors such buyin g 
and warehousing activities as are needed to give chapter members the benefit 
of mass buying. Wherever Piggly Wiggly stores are operating in the same area, 
these are permitted automatically to take advantage of Guild services. 

The first Guild “mother” store is located in Cedar Rapids, la., where the 
1933 census counted 274 food stores with a sales volume of $3,888,000. Daven- 
port, la., is next on the list and it had 245 stores with $4,296,000 of sales. Kroger 
and Piggly Wiggly officials are enthusiastic over the prospects of the Guild plan, 
have visions of 500 to 1,000 “mother ” stores and 10,000 to 20,000 Guild members. 

Those familiar with the field say that the plan can work only in very large 
cities. They point out that the overhead imposed upon the mother store under 
the Guild plan will require a retail sales volume equal to, or better than, that of 
the average super-market, which means $300,000 or more, and argue that in 
smaller towns few independents would be willing to be party to a scheme that 
takes such large slices of their potential sales volume at one clip. 

Allied Stores Corporation . — The Allied Stores Corporation, formerly 
the Hahn Department Store, Inc., was started in 1928, with twenty- 
seven stores, operated by twenty-two firms in twenty-five different cities. 
Two companies were purchased in 1929; one small store was sold an$.^. 
another one was discontinued. Two companies operating five depart-:* 
ment stores were purchased in 1934. The name was changed in May, 
1935. This is a somewhat different type of chain organization; it 
performs what may be called group retailing. A holding company was 
formed which took over the ownership and control of existing independ- 
ent and apparently successful department stores. 

Tile sales of the group while under individual ownership and operation, 
amounted to $108,000,000 in 1927 ; net sales in 1934 amounted to $70,828,- 
131; in 1930 sales were $112,323,306. The company suffered a net 
operating deficit of $3,751,094 in 1933, the worst year for this group; 
a net operating profit of $312,689 was secured in 1934. The plan at 
the tiree of the organization was for each store to retain its identity 
and be operated by its former officers. General control of the corpora- 
tion was to be in the hands of a board of directors comprising the presi- 
dents of the individual firms. Central offices were established in 
York City. There were five functional directors; one, each, in charge 
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of merc h and i s in g operations, sales promotion, market operation (central 
buying), fashion bureau and store management. 

The explanation given for the organization of the Hahn Corporation 
is about as follows: 

Department stores are suffering from the competition of the chains. Entering 
this merger gives an isolated store a chance to become a unit, itself, in a strong 
chain system. The individual department store needs larger purchasing power. 
It tried to attain this by associating itself with resident buying offices or by 
joining cooperative buying associations. Both methods have accomplished much 
but have not been entirely satisfactory. Department store management prides 
itself on the individualism of its methods, particularly its merchandising! A 
group of department stores has a better chance to use special ideas, to feature 
its own brands, and to control exclusive agencies than has a single store. 1 \ 

Summary. — The chain store is the most recent development in mass 
retailing. The corporate chain operates its multiple retail units under 
central ownership and management. The voluntary or cooperative 
chain retains individual ownership of the retail stores but employs a 
considerable degree of centralized control over buying, advertising, and 
store operation. The plan is designed to secure economies through 
integration, large-scale buying, and standardization in operation. 

There are definite limitations to the use of this type of organization. 
Standardization as to merchandise, services, location, and price neces- 
sarily limits the appeal to certain groups of consumers. As the chain 
adds new stores and expands over wide geographical districts, the 
problems of securing and maintaining an adequate personnel and of 
exercising effective control over costs, prices, profits, and public relations 
increase greatly. The chains have incurred the enmity of the independ- 
ent wholesaler, retailer, and some manufacturers. These have used their 
influence to create unfavorable public opinion toward the chains. This 
antagonism is being exemplified through legislation placing heavy taxes 
and other forms of restrictions on the activities of the chains. 

While it is evident that chains have used poor judgment in some of 
their buying and selling practices, e.g., in using undue pressure to secure 
unreasonably large discounts and allowances from manufacturers fend in 
drastically cutting prices on certain lines and brands of merchandise 
which were used as “leaders,” it is also evident that they furnish an 
economical means for placing many lines of merchandise in the hands 
of the consumer. They have done much to develop and to put into 
practice better buying and selling methods. They have expanded 
chiefly in the kinds of retail business most adapted to their mode of 
operation. They have secured their important position in these Adds of 

1 Mtthfbt, J. A., "What Is behind the Hahn Merger,” Sales Management and 
Advertisers’ Weekly, pp. 724/., Dec. 22, 1928. 
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retailing, not through anti-social and uneconomical practices but largely 
on merit. The best solution for the so-called chain-store menace is 
not discriminatory legislation and taxation but more effective methods of 
operation on the part of the independent retailer. This may be secured 
as an individual merchant or in cooperation with others in the form of 
the so-called voluntary chain. The solution is, therefore, better manage- 
ment rather than taxation and incrimination which is unlikely to aid 
materially the independent but will, in all probability, force the consumer 
to pay higher prices. 
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Questions for Discussion i 

1. What is a chain-store system? What are the different kinds of chains? 
(State the bases for your classifications.) How important are chains — measured on 
the barns of proportion of total retail business secured? (Consult Census Reports 
mad Fedejpl Trade Commission reports.) 

2, What is the origin of the chain store? Of the self-service store? 

8* How do you account for the fact that the chains do a much larger portion of 
the business in some lines of retailing than in others? What lines seem to be favored 
by chain managements? 

4 . “There are two influences at work, however, which may serve to check the 
sepid expansion of the chain in the future.” What are they? How potent do you 
;ttx£f»k they are? 
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5. “The moat Important of all advantages which derebp from chain organi- 
cations are tkose which come through integration.” What is meant by integration 
as used here? Show how and why it constitutes an advantage. Enumerate other 
advantages of the chains. 

6. Why has there developed such a strong popular feeling against the chains? * 

7. Try to find out what the following groups think of chain stores, and why they 
think as they do: (a) consumers in general, (b) students, (c) professors, (d) professional 
people, (e) laborers, (/) housewives, (g) retailers, (h) wholesalers, (i) manufacturers. 

8. Do chains give short weights and measures? Do they send more money out 
of the community and pay lower wages and taxes than competing independent stores? 
Are their employees less friendly to patrons? 

9. How do chain-store (o) costs, (b) prices, (c) wages, (d) quality of merchandise 
compare with those of independents? How do you account for the differences? 

10. Why have the chains developed their own brands for many lines of mer- 
chandise? What lines have rather generally been selected for their own brands? 

11. Do you believe there is a possibility of the chains securing a monopoly in the 
food-store field? Drug store? Variety store? Justify your answers. 

12. 11 Ab with other large-scale organizations, a chief disadvantage of the chain 
store is the personnel problem.” Why is this a disadvantage? What can be and is 
being done about it? 

13. Have the chain systems been a financial success? Break this question down 
for discussion, showing to what extent financial success has been attained, what 
chains have not been successful, and why. 

14. How do you account for the rapid growth of the voluntary chains? To 
what extent does this movement furnish a solution of the problems of the wholesaler 
and independent retailer? 


Assignment 

Problem 1, p. 62. Everman Stores Company— Location and Control. 
Problem 2, p. 83. Langdon Stores Company— Chain Expansion Policies. 
Problem 3, p. 85. National Hardware Stores, Inc,— Expansion Policies. 
Problem 1, p, 552. Lincoln Stores Company— Private Brands. 

Problem 1, p. 19. A-Quality Stores Corporation — Substitution, 

Problem 3, p. 726. National Biscuit Company— Sales to Chains. 



CHAPTER VIII 


MARKETING METHODS 


Purpose of this chapter: To show how the elements of our marketing structure 
are combined and used to form the “channels of distribution." 

We analyzed, in the last four chapters, the nature of the services (that 
are found necessary for the effective marketing of economic goods and 
examined the characteristic features of the functionaries that perform 
the various services. Chart V presents in a summarized form $he 
dements of our marketing organization. '• 


The producers of 

The marketing functionaries 

The consumers 

Wholesale 

Retail 

a. Natural products 

a. Wholesale mcr- 

a. Small-scale inde- 

a. The ultimate 
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chants of van- 

pendent m e r - 

consumer 

ucts 

ous kinds j 

chant 

b. Industrial con- 

c. Manufactured 

6. Agents of vari- 

b. Large-scale mer- 

sumer 

products 

ous kinds 

chants 

c. Institutional 

d. Services 

c. Facilitating 
wholesale mar- 
keting institu- 
tions of various 
kinds 

(1) Depart- 
ment stores 

(2) Mail-order 
houses 

(3) Chain stores 

c. Voluntary chains 

d. Consumer coop- 
eratives 

e. Utility-operated 
stores 

/. Commissaries 

g. Retailers of serv- 
ices 

h. Others 

consumer 

d. Govermental 
units 

e. Others 

t 

i 


Busin e& enterprises that facilitate the performance of the marketing process, e.g., 
transportation and communication firms, insurance, banking, and financing com- 
panies, government agencies, etc. 

Chast V. — The Marketing Organisation. 

The functionaries available to the producers and the consumers are 
indicated; the reader is reminded, however, that no particular combina- 
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tion is here indicated or even suggested. The producer may elect to 
use one or more or he may use none, choosing to “sell direct.” 

Our task now is to discover what combinations of functionaries are 
employed, and under what conditions the different combinations are 
used in any given instance. The term marketing methods as used here 
means the use of any given combination of functionaries in the marketing 
of merchandise, materials, produce, and services. The distinguishing 
feature of a given method of marketing is the utilization of a particular * 
grouping of agents and merchants. 

The major objective of the producer is to get his goods into the hands 
of the final users at a price that will cover the costs involved and give 
him a reasonable profit. Since the amount of the profit he will receive in 
a competitive market is determined to a considerable extent by the costs, 
he is anxious to use the method that allows the lowest cost compatible 
with the necessary amount and quality of service rendered. The user is 
concerned with procuring the desired amount and quality of goods at as 
low a price as possible. This condition generates a keen competitive 
situation. The buyer “shops around” from place to place seeking 
lower prices or better quality; the producers and the merchants are 
constantly seeking new methods in their attempts to lower costs and to 
meet the demands of the buyers for lower prices. The producer or 
the merchant who makes the mistake of thinking he has found the 
ultimate solution is likely to find himself without buyers. At one time, 
for example, grocery products, hardware, dry goods, drug products, and 
later electrical supplies passed from the producer to the wholesaler , to 
the retailer , and finally to the consumer. The use of this combination 
of functionaries is generally referred to as the orthodox or conventional 1 
method of marketing. These four groups of merchandise were known as 
the “jobbing” lines because of the prominent position in the marketing 
scheme held by the wholesaler who was commonly known as a “jobber.” 

The Chan ging Character of Our Marketing Methods. — Marketing 
methods in the United States, and generally throughout the civilized 
world, are in a continual state of flux. As long as economic, cultural, and 
political Environments maintain their dynamic character, we shall have 

1 The title to merchandise and the merchandise itself do not always pass along the 
same channel. Consider, as an illustration, wheat grown in Kansas. It may pass 
from the producer to a buyer in Kansas City. So far title and product pspbably 
moved simultaneously along the same channel. Title from this point, however, may 
pass from the merchant in Kansas City through a commission man in Chicago, by 
way of the board of trade to an exporter in New York, or a foreign importer in Liver- 
pool, to a for e ign miller on the continent. The product, on the other hand, may pass 
from an elevator in Kansas City by way of a railway to an elevator on the Guff of 
Mexico, thence by steamer to an elevator in some city on the coast of Europe, and 
then by rail to a miller in an interior city. 
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no fixed or static marketing organisation. New products, the result of 
invention and discovery, and new ideas resulting from our changing 
mode of living are continually appearing. The producer, the consumer, 
and the functionaries are accustomed to change and expect it. Objection 
to the changes is usually confined to the small minority that has some 
form of vested interest in the old method that is adversely affected by 
the new. 

Producers and large-scale buyers are constantly trying out different 
combinations in their efforts to lower costs, increase profits, and improve 
the quality of service. Some producers sell direct to the ultimate /users, 
others sell to retailers who sell to the consumer, while still others use 
many different combinations of the various kinds of merchants and 
agents. Industries often use different methods, firms in the isame 
industry quite frequently use unlike methods, while the same company 
may sell part of its output through one set-up of middlemen and another 
part directly or through a different organization of market functionaries. 
It is evident that market channels 

. . . cross, merge, and separate again into diverse ways, in different industries, 
to meet the particular needs as they are discovered. It is not practicable or 
desirable that there shall be any distinct segregation of distributive functions 
along uniform or precise lines. It is desirable, however, that the functions shall 
be simplified where possible and adapted to changing conditions, for these changed 
conditions are the outgrowth of fundamental economic changes. 1 

The immediate cause of all these changes is the intense competition 
among producers and merchants who are attempting to improve their 
trade position. The inauguration of these changes, however, frequently 
meets serious opposition. Wholesalers refuse to buy from certain 
manufacturers because the producers sell directly to some retailers. 
Independent retailers boycott manufacturers because they sell to chain 
stores and mail-order houses; trade associations attempt in various ways 
to prevent changes. 2 More recently, attempts to prevent these changes, 
and, in a few instances, to return to former methods were made through 
provisions in some of the codes. The changes, neverthele^t, in the 
great majority of cases, have gone on. They have continued because 
they were an essential part of the solution of the problems that arose as a 
result of tiie basic changes constantly taking place in our commercial, 
industrial, social, and political life. 

Our change from a household economy to a factory system had far- 
reaching effects. The wage system brought an increased money income; 
there is an ever-increasing concentration of people in the cities; our 

1 “ Methods of Distribution," National Distribution Conference, Report tf Com- 
mittee V, p. 8. 

* Ibid., p. 86. 
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educational system has decreased illiteracy; the radio, newspaper, and 
national magazine make large-scale advertising possible; and improve- 
ments in transportation and communication facilities have tended to 
knit large sections of the world into commercial entities. All of these 
factors have tended to raise the standard of living and thereby created a 
demand for larger quantities and varieties of merchandise and services. 

Present Status . — Alert commercial and industrial leaders are making 
heroic attempts to keep their business machines abreast of the times. 
They are trying to determine how much of the marketing process should 
be undertaken by the manufacturer, the wholesaler, the retailer, and 
the various agents. They want to know when integration should and 
should not be used. The consumer has ceased to be a passive onlooker. 
He is demanding that each producer, merchant, and agent justify his 
position in the marketing system. The following quotation presents 
an interesting picture of the state of affairs during the late 1920’s with 
reference to marketing methods. 1 

Within the last few months business has witnessed changes in our distribu ting 
system on a scale impossible even a few years ago. The largest manufacturer 
of proprietary medicines has consolidated in a holding company with the largest 
chain of drug stores in the world without exciting more than casual notice. A 
huge producer has affiliated himself with fifteen wholesale houses, and further 
integration with a group of retailers is projected. Yet, as late as 1902, a proposed 
union of several large wholesale hardware concerns met with a veritable storm of 
protest, both in the popular and the trade press. It was finally abandoned to 
the relief of all. 

No period in the history of business has brought forth greater uncertainty 
over methods of distribution than the present. Never have manufacturers been 
confronted with such a variety of routes leading to the consumer, one of which 
they must choose, but none of which is free from hazards. New channels are 
attractive, but not thoroughly tried; old ones are strewn with failures. 

Surveying the maze which constitutes our system of distribution, such a thing 
as a trend, br a dominant movement, is scarcely discernible. A rapid succession 
of changes at first seems to be its only plan. Today a manufacturer is selling 
through wholesalers and jobbers; tomorrow he is selling direct to the retailer. 
Now he refuses to sell to mail-order houses; again, he sells to chain stores only. 
Still others refuse to deal with any save the independent dealer. 

Retailers are man ufacturing. Manufacturers are retailing. Both are whole- 
saling. Wholesalers are manufacturing, and buying retail outlets. Manufac- 
turers buy wholesalers, who in turn control retail establishments. Retailors 
buy cooperatively. There are buying clubs, cooperative wholesalers, cooperative 
associations, resident buyers, service corporations, guilds, pools, and groups. 
Tomorrow there will be others. 

1 Nokth, H. C., Saks Management and Advertisers 1 Weekly, pp. 639 ff., Dee, I, 
1928. 
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There are enthusiasts for alL There are enemies for all. Emotion is intense; 
opinions are numerous; dispassionate judgment is uncommon. In no other phase 
of our economic life have feelings and prejudice clouded the facts as they have 
those of distribution. Politics, fanaticism, and class interest obscure none too 
obvious issues. 

But if observed from a sufficient distance, through dry eyes, the labyrinth is 
not without a plan. Each stream in the ever shifting net-work ultimately leads 
to the same goal, the consumer. However, it may be diverted, its general 
direction is always the same. 

All the commotion is caused by somebody trying to disentangle himself from 
the maze, and cut a shorter and a better channel between the producer apd the 
consumer. j 

The state of confusion was greatly increased during the 193(Hl933 
period of the depression. The bitter competition, which only a severe 
business depression can generate, brought many questionable practices 
to public attention. The solution proposed was the code system. 
This device succeeded in removing or in mitigating some abuses but 
created and promoted others. The weaknesses of the Code plan of solu- 
tion were recognized before the N.I.R.A. was declared unconstitutional. 

The argument concerning methods of marketing centers chiefly 
around the questions of “Who may sell what?” “WTien can he sell?” 
“To whom may he sell?” and “What can he charge for his services or 
merchandise?” Attempts have been made, for example, to prevent drug 
stores from selling non-drug items. Ohio druggists are reported to have 
tried to get the State Health Department to stop the sale of drugs and 
packaged medicines in non-drug outlets. Wholesale and retail druggists 
of Oregon and Washington voted to stop all drug sales to 5 cents-to-a- 
dollar variety stores. This restrictive attitude on the part of the drug- 
gists is interesting in view of the facts revealed by the Census of Dis- 
tribution. A large proportion of the drug stores in the countiy, 34,844 
in number, had fountains. Sixty per cent of the total number secured 
only 43.8 per cent of their volume of business from strictly drug-store 
lines; the remaining 56.2 per cent represented sales of beverages, tobacco 
products, candy, food, stationery, electrical goods, toys, novelties, and 
other goods that at one time were sold exclusively by retailers in those 
lines. Some druggists discussed, at a recent meeting, plans to add 
paints, varnishes, lacquers, and fast-moving household and hardware 
items. The U.S. Department of Commerce found in its St. Louis Drug 
Store Survey that 31.8 per cent of the total net profit of the drug store 
was derived from the fountain, 21.3 per cent from the prescriptions 
department, 20.2 per cent from the packaged-medicines department, 18.3 
per cent from the tobacco-products department, 14.2 per cent from the 
hospital-supplies department, 8.6 per cent from commissions, 2.5 per 
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cent from the confectionery department! and 2.2 per cent from the sale 
of newspapers and magazines. These figures indicate that the typical 
modem drug store has become a form of department store comprising 
eight or more divisions, with the two drug departments, i.e., prescrip- 
tions and packaged medicines, furnishing only 41.5 per cent of the total 
net profits. 1 

Merchants and producers in other lines are attempting to guide the 
flow of goods through particular combinations of functionaries. Laws 
and code provisions are the devices most frequently used in the effort 
to attain the objective. The impediments that restrict the free use of 
methods of marketing may be classified under two headings, viz., those 
that impede the flow of goods themselves and those that restrict the 
activities of the functionaries. 

Impediments to the Flow of Goods . — The movement of goods may be 
greatly restricted through discriminatory taxation. Thus the dairy 
interests in a number of states have succeeded in getting laws passed 
by their legislatures that put such a high tax on oleomargarine that 
the sale of the product in those states virtually ceased. There was little 
or no expectation that this tax would produce any appreciable amount of 
revenue. The major purpose was to eliminate the competitor of a 
favored product. 2 Health laws have been used, on occasion, to prevent 
the entrance into a state or a country of competing products. The 
use of tariffs, quotas, and embargoes as restrictive devices in international 
trade are, no doubt, familiar to the student. 

Impediments to the Activities of the Functionaries. — This class of 
restrictions comprises (1) discriminatory taxes on certain classes of 
sellers, e.g ., on hucksters, peddlers, house-to-house sellers, chain stores, 
and others. 3 * * * * * 9 Such taxes are used in an attempt to preserve the existing 

1 The sale of drugs in France constitutes a monopoly reserved to pharmacists and 
chemists who are qualified under French laws to trade therein. No drugs may be 
obtained except at drug stores which are subjected to government control. The 
wholesalers of prepared drugs must be qualified druggists. News item, New York 
Journal of Commerce , Apr. 9, 1935. 

* The lAw in Wisconsin, which became effective in 1932, placed a SI, 000 tax on the 
manufacturer of oleomargarine, one of $500 on the wholesaler, and $25 on the retailer, 
and smaller license fees on hotels, restaurants, boarding houses, and bakeries. The 

consumer paid a tax of 6 cents a pound. In 1929-1930 the sales of butter substitutes 

in Wisconsin amounted to 8,520,000 pounds; at the time butter was selling at 4(J cents 

a pound retail and oleomargarine at 25 cents. Before the passage of the law there 

were 63 oleomargarine wholesalers and more than 5,000 retailers in Wisconsin. At the 

end of 1934 there were only three retailers in the state, and bootlegging activities had 

developed. Higher prices for butter will make it possible for dealers to pay the taxes 
and again y ll oleomargarine. To prevent this, the 1935 legislature raised the tax 
to 15 cents a pound. 

9 This topic is discussed in Chap. XX. 
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order and to discourage competition. (2) Regulations that attempt to 
control the “distribution differentials.” 

Distribution Differentials. — Much of the discussion centers around 
the problems of discounts and margins. Large-scale buyers feel that 
they deserve substantial discounts because of their large volume pur- 
chases. Small-scale operators feel that the large discounts received by 
the chains, department stores, and mail-order houses place the small 
retailer at a great disadvantage. Wholesalers object to the manu- 
facturer selling direct to the large-scale retailers, and to the large-scale 
Tetailers performing some or all of the services commonly regarded as 
wholesaling functions. The brokers and commission men quote ijheir 
grievances at being left out in the general movement toward integration. 
Long-established functionaries, such as the brokers, wholesalers proper, 
and small independent retailers, tend to resist the development of novel 
or special functionaries of marketing. Thus the wagon jobber, drbp 
shipper, and other limited service wholesalers were regarded somewhat 
as interlopers. The feeling of the independents toward the coming of 
the large-scale retailers has been mentioned. 

The solution proposed by those attempting to preserve the old-line 
functionaries is to establish margins, between the manufacturer and the 
wholesaler and between the wholesaler and the retailer, that will permit 
each to pay his costs and enjoy a profit. The integrated companies must 
pay the same margins or be taxed to compensate so they cannot sell to 
the consumer at a lower price than the non-integrated group. The 
establishment of resale price maintenance and uniform retail prices 
within the same market area is part of the plan. 1 It is only fair to state 
that the orthodox group feels that the newer groups do not have the 
real economical advantages claimed. They contend that the mass 
retailers secure quantity discounts and other forms of allowances that 
are not warranted. They are opposed to the classifications of customers 
of manufacturers which give the large-scale retailers a purchasing 
advantage over the small independent retailer. 

Disorganization and confusion in the methods of marketing may be 
caused, it is true, by unfair and unwarranted discounts and allowances. 
Some functionaries who handle a portion of the supply of a given line of 
merchandise may be operating under restrictions while other functionaries 
may operate without such handicaps. Eighty per cent of some goods goes 
through wholesalers, while 20 per cent goes direct; in other instances more 
than SO per cent goes direct, while the remainder goes through whole- 
salats. Such conditions quite frequently promote unequal competition. 

‘Ten states have enacted laws permitting manufacturers to enter into contracts 
with merchants to set resale prices. Not all manufacturers or merchants, however, 
take advantage of the laws. 
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The chains, for example, were accused of securing low prices through 
threats and coercion and the operation of brokerage and commission 
agencies. The Federal Trade Commission reported that charges were 
made that, if a manufacturer refused to grant a chain a special concession 
in price, the chain threatened to buy the desired merchandise elsewhere, 
to manufacture its own, or conduct its stores so as to discourage the sale 
of the manufacturer’s products therein. There are no laws at present 
forcing a merchant to buy from any particular source or through a 
given functionary. There is no law that prevents integration, such as 
occurs when a merchant enters the manufacturing field. The con- 
troversy might be simplified, especially with reference to the large* 
scale retailers, if the following questions were agreed upon. 

1. Is it socially or economically undesirable for a retail or a wholesale merchant to 
engage in manufacturing? 

2. Is it undesirable for either of the foregoing to engage in brokerage transactions? 

3. Is it undesirable for a retail merchant to engage in wholesaling? 

4. Is it undesirable for a retail merchant to buy his merchandise at as low a price 
as practicable? 

5. Is any one of the following undesirable from a marketing viewpoint: integration, 
large-scale operation, bigness, or monopolyt 

6. Should the consumer be forced to pay the high prices necessary to maintain a 
rigid or static combination of marketing functionaries? 

Factors That Determine the Choice of a Method. — Changes in 
marketing methods obviously should not be made merely for the sake 
of changing or of being different. The major problem confronting the 
executive is the determination of the best method to use for his particular 
firm and product, under the conditions that exist or will exist during 
the immediate future. The proper method to use can be scientifically 
determined only after the controlling factors have been isolated and 
each carefully evaluated as to its effect upon the combination. 

There are a few major factors that must be considered in selecting a 
method for the marketing of any given product or service: (1) the 
character of the demand for the product or service; (2) the character 
of the product and of the method of production; (3) the relative location 
of producers and users; (4) and the nature of the available marketing 
functionaries and their willingness and ability to perform the necessary 
marketing services. These factors exert a controlling influence cm 
the results secured in the use of any method of distribution. 

The characteristics of the demand, of the product or service, and of 
the producer, his location, and his methods of production determine the 
services to be performed in marketing a specific good; the amount and 
quality of the services to be performed determine the character of the 
policies, organisations, and methods best suited to perform the services. 
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A method of analysis that centers attention oh the pertinent elements and 
that brings out the limiting factors is indicated in these three questions. 

A Method of Analysis .' — 1. How does the charaoter of the demand 
influence the marketing procedure and, consequently, the costs and the 
profits? 

2. How do the character of the product, the producer, the method of 
production, and the location of the producing units affect the marketing 
of the product? 

3. How well does the existing marketing structure meet the needs for 

marketing this product or service? ■ 

Characteristics of the Demand . — In Chaps. II and III some of the ifrore 
significant phases of demand were discussed. It is only necessary, 
consequently, to suggest at this point the relationship existing between 
the nature of the demand and of marketing methods that affects ‘ the 
efficiency of marketing practice. \ 

The volume of sales, costs of selling, net profit, and the services to 
be supplied are materially affected by the nature of the demand. Thus if 
the product is sold in large quantities to industries, the unit of sales 
will probably be larger and the costs of selling lower than in selling the 
same or similar products to the ultimate consumer. The buyer for the 
manufacturing concern will quite likely have as much and as accurate 
market information — with reference to the supply available, quality of 
product, market price, terms of sale — as the seller; whereas the typical 
consumer is not so familiar with marketing facts and conditions. The 
location of the users of the product with reference to the place of'produc- 
tion vitally affects the services required and the costs involved. If the 
users are widely scattered throughout an area remote from the place of 
production, the transportation, storage, and finance functions become 
very important elements of cost, more so than when the users are con- 
centrated in small areas or are collected near the place of production. A 
product that is in demand continually throughout the year is usually 
bought at frequent intervals, tends to remain in popular favor year after 
year, sells at a lower unit price, and has a lower marketing cost than a 
product only one unit of which is bought in a generation for th% use of 
the family rather than for an individual or a product that has an inter* 
mittent or a definite seasonal demand. The amount of knowledge or 
degree of understanding concerning the product, on the part of the users, 
affects "the volume of sales and the costs of selling. A new and little- 
understood product must be described and explained to the possible buyers. 
This means large expenditures for advertising, salesmanship, demonstra- 
tion, sampling, and other educational and sales-promotion efforts. 

* This plan of analysis is farther developed at the end of this chapter and is 
exemplified in Part III. 
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The price policy of the selling firm is influenced by the degree of 
elasticity of demand. Reducing prices on a product whose demand is 
inelastic will not materially increase unit sales but will reduce dollar 
receipts and profits. The reduction in the price of a product with an 
elastic demand may bring about an increase in both unit and dollar 
sales and in total net profits. The price and the volume of sales, as 
well as the cost of marketing and the profit, of a particular product may 
be greatly affected by the demand for some other product. Thus the 
demand for certain fruits and prepared breakfast foods creates a demand 
for sugar, syrup, milk, cream, and butter. The use of the automobile 
creates a demand for gasoline, rubber, glass, and certain metals; the 
radio, electrical refrigerator, and washing machine call for electricity. 
The ease with which an article of merchandise is sold often depends upon 
how it is to be used, i.e. 9 whether it is to be used to produce more goods 
and services, to be sold at a profit, or to satisfy some personal desire 
of the purchaser. If it is to be used for the last purpose, then the buying 
habits of the user are important factors to consider. 1 

Characteristics of the Product . — Another set of factors that affect the 
marketing practice centers around the product. The degree of per- 
ishability dictates the extent of the market area and the type of 
transportation and storage facilities needed, and it raises problems of 
selecting suitable containers and controlling market risks. It is evident 
that costs, prices, gross margins, rates of turnover, and profits are 
dependent upon how the management meets the problems presented by 
this feature of the product. 

The degree of bulkiness — the ratio of volume and weight to value — 
serves also to limit the market area. Products of highly concentrated 
value, such as precious metals and stones, move freely throughout the 
world. Wheat, silk, copper, petroleum, and certain manufactured 
products have wide markets. Building stone, common bricks, coal, 
iron ore, and lumber, on the other hand, must be sold nearer the places 
of extraction and production. The cost of transportation very definitely 
limits the market area for such merchandise. 

The Qualities of a product that ma(ce possible grading according to 
established standards are important. Some products, such as wheat, 
com, cotton, silk, and lard, lend themselves to grading. These products 
may be bought and sold by grades and samples on organized exchange. 
Other products, such as live stock, wool, and lumber, are graded according 
to trade standards, yet their qualities are such as to require close inspec- 
tion* Machine-manufactured products tend to be standardized and so 
may be bought and sold on the basis of description and sample. There id 
a unif or mit y in size and quality that reduces the time required for iaepoc- 

* £7/. Chap. III. 
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tion by tiie purchaser. Handmade products lack this uniformity; 
consequently, each article has to be individually inspected, which means 
more time and greater costs in performing the marketing process. 

Method of Production . — The large-scale producer who operates on a 
decreasing cost basis 1 frequently uses aggressive marketing methods to 
increase his volume of sales. National advertising, integration, mergers, 
price concessions, and even unfair practices are used to secure masB 
distribution which is necessary to keep mass production going at an 
economical rate. The large-scale producer looks for national and 
international markets; the small-scale producer, unless he has a monopoly 
or produces a specialty, is usually limited to a local or sectional 
market. \ 

The greater the length of the production period, the higher the cosh, of 
marketing, because larger inventories of raw materials, goods in process, 
and finished goods are necessary. This condition increases the risks \ of 
loss from a fall in price and from changes in style and design. If tne 
firm is manufacturing to order on specifications, these risks are greatly 
reduced. 

The relation of the product to other goods, i.e., whether it is the 
principal product, a by-product, or is produced under a condition of 
joint costs, quite frequently controls the marketing policies adopted^by 
the management. The large meat packers and petroleum refiners are 
among the manufacturers that produce under joint costs and have a 
large number of by-products. 

Goods, such as wheat, live-stock, poultry and dairy products, groceries, 
hardware, certain types of clothing, and dry goods, produced by a 
large number of small-scale operators, require an elaborate marketing 
organisation for economically assembling the merchandise from the 
various producers. The goods sold to a large number of small users 
require an elaborate marketing organization comprising wholesalers, 
retailers, brokers, commission men, and other marketing functionaries 
to distribute them among the consumers. 

The influence of the characteristics of the method of production is 
illustrated in the change that took place in marketing cotton tfhen the 
large-scale plantation system of production, based on slave labor, was 

1 In some industries, as the volume of production increases, the cost of production 
per unit decreases. Hailway transportation, automobile, tire, and shoe manufac- 
turing are good examples. Apparently a large volume of business for a marketing 
functionary does not tend to reduce costs to the extent that it does in production; 

tits optimum-size grocery store is estimated to do an annual business of 150,000, 
while the moat efficient drug store does an annual business of 525,000. The optimum 
aiae depends upon the location, to a considerable extent, in any given instahce. Thus 
•25,000 might be the optimum size for a drug store located in a town of 5,000 or 
10^300 but be a failure in the " ‘down-town” section of a city of 600,000 population. 
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replaced by the small-unit independent fanner system following the 
Civil War. 

Marketing procedure was relatively simple under the plantation 
system with its own gins, stores, and large unit-production credit machin- 
ery. The independent farmer system ushered in small-scale production, 
the small country town bank, hardware and grocery stores, the inde- 
pendent gin companies, the cotton yard, and various institutions for 
advancing production and marketing credit. 

During the regime of the plantation system cotton was sold in large 
quantities direct from the plantation to exporters and to large mills in 
the North and in Europe. Under the present system of production much 
of the cotton is sold in the local market in small lots to local buyers who 
have advanced credit to the small producers and to buyers sent out by 
the large firms located in the central markets and at the export centers 
and, in a few instances, direct to representatives of cotton mills. The 
mills seem, however, to prefer to buy from some merchant who has 
assembled his cotton into even running lots as to grade, staple, and general 
qualities. 

Some industries tend to centralize in certain states and cities; thus 
we find the largest volume of automobiles produced in Michigan, espe- 
cially in Detroit. Tires are manufactured in Akron, while steel is 
produced in Pittsburgh and in the Calumet district of northwestern 
Indiana. The location of some manufacturing industries is determined 
by the location of natural resources used as raw materials and by trans- 
portation facilities. Other industries are located near the more important 
markets for their products. There is a tendency at the present time 
for many industries to become more decentralized than formerly. Thus 
manufacturing branches are established in different sections of the 
country and in foreign countries. These practices tend to reduce 
transportation costs on the finished product and to get around the 
tariff barriers in foreign countries. 

Character of the Channels of Distribution . — Chart VI indicates the 
sources of the major classifications of goods and where the demand for 
them lies*. It is the task of the marketing functionaries to provide an 
economical method for equalizing the supply and the demand. 

The characteristics of the demand, the product, and the method of 
production determine, in the long run, the organization used and ^prac- 
tices followed in marketing. For relatively short-run periods, however, 
the marketing methods used may be determined largely by common 
practice, by tradition, or by what is immediately available. The choice 
of a method for distributing goods should be guided by the relative cofifta 
involved for performing the amount and quality of services needed. 
It is the function of the management to determine, by a careful consider®* 
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tion of the facts, what is the best method under the conditions; what 
would be the best plan under an ideal set of conditions; and what are 
the possibilities of reaching the ideal conditions* Consideration should 
be given to the marketing agencies available and to ways of combining 
them into an organization or system that will give the lowest costs 
compatible with the amount and quality of services needed or desired. 

h G. Pollard, Jr., suggests a detailed list of factors that should be 
considered in choosing a method of marketing . 1 

Factors to Consider in Selecting a Method of Marketing 

1. Volume of sales. 

2. Average size of order. 

3. Frequency of order. 

4. Regularity of demand. 

6. Frequency of repeat sales without solicitation. 

6. Newness of product on the market. 

7. Rapidity of changes in design. 

8. Relative awareness of value of product, 

9. Need of promptness in delivery. 

10. Density of the market with respect to plants. 

11. Need of personal acquaintanceship with buyers. 

12. Attitude of users of product. 

13. Technical knowledge required in making the sale, installing the product, or 
demonstrating the use of a product. 

14. Repair service. 

15. Degree of standardization for all uses. 

16. Relative necessity of product. 

17. Weight of product relative to price. 

18. Degree to which product can be sold by advertising. 

19. The type of persons influencing purchases. 

20. Attitude of distributors. 

It is just as important, however, to determine the amount of emphasis 
to give each factor in any specific instance as it is to determine the factors 
themselves.* 

Methods of Marketing. — There are three major methods of market- 
ing. The direct method, in which the producer of the goods deals directly 

144 Twenty Points to Consider in Selecting a Distribution Policy," Printer g* Ink 
Weekly , pp. 153 Jf., June 21, 1928. 

•Under the heading, 4 'Factors Determining Choice of Trade Channel," Report 
qf Committee V, National Distribution Conference, the following list was presented: 
volume of business, perishability of the product, whether or not an article is a staple 
or a specialty, number of retail outlets, average size of retail order, whether manu- 
facturer puts out a single product or a line of goods, whether goods are nationally 
advertised, whether jobbers give proper cooperation, whether special training or 
technical knowledge is necessary on the part of the salesmen, whether goods ere 
standardised or made according to specification, whether production is seasonal, need 
of financing, distance from market, custom, whether functions can be simplified. > 
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with the final buyer without the assistance of intennediaries; the indirect 
method, in which one or more middlemen aid in negotiating the sale and 
in passing the goods and the title along from the producer to the final 
buyer; and the cooperative method, in which producers, merchants, or 
users organize associations for the purpose of looking after all or a 
portion of the marketing interests of the members. 

The Direct Method. Used by the Farmer . — This method of marketing 
is used more or less by producers of practically all kinds of products and 
services. Farmers who live near cities frequently sell their fruit, vege- 
tables, and, less frequently, their dairy and poultry products directly 
to the housewife. The produce may be peddled from house to house or 
sold in a public market place to which the consumers come. \Some 
produce, especially eggs, may be sold by means of mail solicitation and 
the deliveries made by parcel post. An increasing amount of agricultural 
produce is being sold directly to the consumer from roadside stands 
erected in the farmers’ front yards. The widespread use of the auto- 
mobile by the urban population is tending, in such instances, to transfer 
the performance of the delivery function from the producer to the 
consumer. 

The direct method of marketing is rapid, and the consumer receives 
fresh produce, possibly at a lower price than he can purchase it from 
his retailer. The variety from which to choose and the stability of 
supply, however, are not so satisfactory as the typical retailer furnishes. 
When the consumer goes to the public market or to the roadside stand, 
much time is consumed and he must pay cash and assume the responsi- 
bility of getting the produce home. 

Selling agricultural products by mail has not proved so popular as 
was anticipated. The farmer has difficulty in finding customers who are 
prompt in making payments. The customer encounters annoyances 
. in his attempt to secure adjustments on account of breakage and damage. 
T$^ difficulty in determining the market price, because of differences in 
time, place, qualities, and quantities, is a serious obstacle to selling 
directly by mail. The appearance of the chain grocery store with its 
relatively low prices on farm produce probably had a deterring effect 
upon the possible growth of the direct method of selling agricultural 
products. Many consumers are convinced that they can “do just as 
well” at the chain store or at the fruit store. 

An increasing quantity of agricultural goods to be used as row 
materials is being sold directly to manufacturers. Thus live stock is 
sold directly to the packers, grain to mills, fruits and vegetables to 
ca n ning companies, milk and cream to creameries, condenseries, and 
butter and cheese factories. The method may be preferable when the 
manufacturing plant is located near the fanner so that deliveries in 
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relatively small lots can be made economically; when the farmer pro- 
duces in large enough quantities to ship in carload lots, if the distance 
between farm and factory is too great for delivery by truck; and when 
the manufacturer sends his buyers to the farms to contract for the goods. 
The manufacturer in the last instance is really performing that part 
of the buying function usually performed by an independent local 
shipper. 

Used by the Seller of Services and Natural Products . — The typical 
method used in selling services and natural products is from producer 
direct to user. Large-scale producers and large-scale users of such 
natural products as petroleum, ore, coal, and timber usually find the 
direct method more satisfactory because of the lower costs. A con- 
siderable amount of coal, natural gas, products of the sea, and building 
stone is sold directly by small-scale producers to consumers living near 
the sources of production. Services, because of their perishable nature 
and the method of production, are typically sold directly to the user. 
Illustrations may be secured by observing the marketing practices of 
transportation, communication, financial, and educational institutions 
and of individuals 1 in selling their services. 

Used by the Manufacturer in Selling Industrial Goods. — The direct 
method is used by a large number of manufacturers. They frequently 
send out salesmen and catalogues directly to other manufacturers and 
to institutions that may have a need for their tools, machinery, supplies, 
equipment, and other products. This plan appears to be most successful 
when the users are concentrated in a small area or buy in large quantities 
or when the product sells for a high unit price. If the product requires 
a considerable amount of sendee or if it is a complicated mechanical 
device which requires technical knowledge for demonstration, installa- 
tion or servicing or if it is made to order on specifications, the producer 
may find it advisable to sell direct. This method frequently requires 
the establishment of branch houses or factory branches or the appoint- 
ment of special representatives at convenient points so as to be able to 
render prompt services. 

Direct Methods Used by the Manufacturer in Selling to the Consumer . 
The direct method is used by the manufacturer in four ways to reach the 
ultimate consumer, viz., direct from factory door, by mail, by house-to- 
house salesmen, and through owned retail stores. • 

Direct from Factory Door. — Some small-scale manufacturers sell 
all or a large portion of their output directly from the factory to the 
local consumer. Illustrations of firms following this practice are bak- 

1 While empl oyment agencies aid the employers in locating possible employees 
an d assist the individual in locating vacancies, the actual negotiation and m aki ng of 
the contract, however, are usually earned out by the principals. 
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eries, ice and ice-cream manufacturers, tailors, and other special-order 
producers. The incentives for the consumer to buy directly from such 
sources are lower prices, fresh merchandise, convenience, goods that 
satisfy certain individual tastes, and loyalty to local enterprises. 

Mail-order Method. — A large variety of merchandise is sold by 
manufacturers as a result of mail solicitation. Such articles as toilet 
goods, hosiery, men’s furnishings, home furnishings, books, art goods, 
toys, and novelties are being sold in this manner. The major incentives, 
from the consumer’s point of view, are lower prices, better quality, or 
uniqueness. The consumer frequently purchases in this manner because 
he sees an article advertised which strikes his fancy and which canhot 
be found in his local stores. The manufacturer uses this method because 
he cannot get satisfactory distribution through the established middle- 
men, wants to control the price, or thinks he can do a better sales jab 
than the middlemen. A manufacturer may decide to use this method 
when the independent market functionaries refuse to stock his merchant 
dise because it is unknown to the trade, and when the manufacturer is 
not financially able to introduce the product in the usual manner. If 
he succeeds in developing a strong consumer demand through his mail 
selling, the wholesalers and retailers may be willing to assume the sales 
function. 

While almost every type of merchandise has been sold by mail, the 
method has serious limitations for the typical manufacturer. Sale by 
mail depends upon adequate description of the merchandise and faith 
on the part of the buyer in the honesty of the seller. The consumer 
usually wants to see what he is buying; he may not care to undergo 
the inconvenience of writing out the order, making arrangements for 
the payment and the receipt of the merchandise, or waiting an indefinite 
time for delivery. The manufacturer may find selling by this method 
uncertain and expensive unless he is well known among the potential 
customers and the merchandise is standardized as to quality, per- 
formance, size, and other essential attributes. 

House-to-house Selling. — The number of operators and thf relative 
volume of sales for direct selling increased greatly from 1929 to 1933. 
The relative volume increased 350 per cent, i.e., from two-tenths of 1 
per pent of the total reported retail sales in 1929 to seven-tenths of 1 per 
cent »f the total reported retail sales in 1933. The absolute volume of 
sales, however, practically doubled. One firm, with 1,170 service sales- 
men and their supervisory force, was reported to have sold forty-nine 
pfjjptaged grocery products directly to approximately 780,000 housewives 
to&ted in more than 5,600 cities and towns in thirty-four states. 1 Fifty- 

1 Tatlor, H. J., American Management Association, Marketing Executives’ Ser. 
67, pp. 9/., 1929. 
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five per cent of this firm’s sales volume was in coffee. Other forms of 
merchandise that have been sold successfully from door to door axe 
dairy products, bakery goods, brushes, hosiery, books, pictures, magazine 
and newspaper subscriptions, clothing, sewing machines, vacuum clean- 
ers, cooking utensils, patent medicines, and flavoring extracts. 

The Place of House-to-house Selling. — This type of selling seems to 
have a definite place in our marketing organization. The sale of some 
products requires intensive salesmanship, demonstration, and educa- 
tional work with the consumer. The typical retailer is not in a position 
to do this pioneering and educational work. The house-to-house 
salesman meets the purchaser in her home and shows her exactly how 
she can use the product. The housewife frequently buys under these 
conditions because she thinks she is getting a product of higher quality, 
of better design, or at a lower price than is available otherwise. The 
inertia of the housewife is overcome by the enthusiasm of the salesmen; 
the result is that many household appliances, for instance, have secured 
widespread use more rapidly than they would have without house- 
to-house selling. Some products, because of their perishability, give 
better satisfaction when sold directly. The specially trained representa- 
tives of the alert producer are in a position to give expert directions, with 
reference to the use and care of the product, to the housewife while 
visiting each home. This close contact between the producer and the 
consumer gives the seller first-hand information concerning the changing 
wants of the consumer, what and how much she wants, when she wants it, 
and how much she is willing to pay for what she wants. 1 This method 
may furnish the manufacturer a means of reaching the consumer when 
wholesalers and retailers refuse to handle his goods on a satisfactory 
basis. The plan may be used temporarily to develop a consumer demand 
with the intention of selling through the middlemen later. 

The house-to-house system of selling obviously has definite limita- 
tions. The housewife refuses to give up a large portion of her time to 
interviewing salesmen; she resents too frequent ringing of the doorbell 
and inopportune interruptions. Salesmen are likely to find a large 
percentage of consumers ’’out” during certain hours of the day, days 
of the week, and seasons of the year. The plan has encountered serious 
handicaps in the larger cities because housewives have come to distrust 
doorbell ringers. Some companies try to overcome this handicap through 
radio, newspaper, and magazine advertising and by sending or having 
their salesmen send or deliver a notice announcing the proposed call 
and by offering a small article of merchandise as a gift. The problem of 
securing and maintaining a satisfactory sales force is, however, a difficult 
one for the manufacturer who uses this method. 

1 Tatlob, H. J., op . tit. , 
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A recent survey made by Professor Bader 1 indicates the attitude of 
the housewife toward house-to-house salesmen. The investigators 
were able to interview people in only 51.8 per cent of the homes visited. 
In some instances the people were not at home, but in many instances 
they were at home and simply did not want to answer the doorbell. 
Approximately three-fourths of those who answered the doorbell said 
they opened the door if the ringer looked like a salesman, and almost as 
many said they granted an interview. Only about one salesman out of 
four is admitted into the house. The salesman’s chances of making a 
sale are apparently little affected by whether he gets into the house pr 
gives his sales talk at the door. The nature of the merchandise, how- 
ever, is an important factor in determining whether the sales talk shoiild 
be delivered in the house. The people interviewed stated that ap 
average of 5.1 canvassers a day called. This appears to be a very hig^i 
figure. Slightly more than 50 per cent of those interviewed said thejr 
never bought. The reason why they bought, given by the largest 
number of people, was sympathy; convenience was a low second, and 
a bargain was listed by only thirty-seven of the total number interviewed. 
A majority reported that they were fairly well satisfied. House-to- 
house selling should not be permitted, said 204; the other 317 of those 
interviewed were willing to permit this method of selling. 

The survey indicated therefore that the salesman secures an inter- 
view in slightly more than half his calls if some one is at home, but he 
is likely to have to ring 25 doorbells in order to make one sale; and that 
the majority of purchases are made out of sympathy for the salesman. 

It is doubtful whether this method of marketing reduces the costs of 
selling or lowers the price of the merchandise to the consumer. 2 Accord- 
ing to the expense figures published by the 1933 Census, direct selling was 
the highest, viz., 40.89 per cent of net sales. This expense is considerably 
higher than that reported for independent retailers, chain stores, and 
mail-order houses. 

Owned Retail Stores. — There appears to be a trend toward vertical 
integration among certain types of producers for the purpose of con- 
trolling the marketing of their goods. The plan involves settmg up a 
closely correlated machine to perform the wholesale, retail, and other 
necessary marketing services. The explanation for the increased 
interest on the part of the manufacturers lies in the changing conditions 
in the marketing and the production fields. The rapid growth in mass 
retailing as exemplified by chain stores and in group buying and selling 

1 Bader, Lours, u Why and How Often Do People Buy from Doorbell Ringers?” 
Safa Management, p. 368, Apr. 1, 1935. The investigators rang a total of 1,120 
doorbells in three towns— Rutherford, N.J., Freeport, Long Island, and White Plains, 
H.Y* 

* Harvard Business Review, fol. IV, No. 3, pp, 326 ff. 
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has tended to transfer the control of certain markets from the manu- 
facturer to the retailer. Some of the large-scale retail organizations 
have started vertical integration from the retailer back through the 
wholesaler to and including manufacturing facilities. The net resul| 
is that many manufacturers stand in danger of losing their markets. 
The drug, grocery, and men’s clothing chains, together with the mail- 
order-house chains and the department-store chains, have been active 
in certain lines of manufacturing. 

The New Competition. — Inventions and more effective sales-promo- 
tion activities have brought into prominence the so-called new competi- 
tion among industries for the consumer’s income. The movement has 
been stimulated by the increased competition that has arisen as a result 
of increased plant capacity and the ever-widening area of the market. 
Improved transportation and communication facilities have intensified 
the condition. Since the variety of commodities and services offered 
the consumer has increased more rapidly than his income, the manu- 
facturer has greatly increased his sales efforts. One of the plans devised 
to meet this situation is for the manufacturer to reach out, through his 
own retail stores, to the consumer. He is thereby able to control prices, 
the quality of sendee, and the sales-promotion activities and to gage 
more effectively consumer wants, likes, and dislikes. The manufacturer 
can pass on the valuable experience and information secured from his 
own retailing experience to the independent retailers who distribute 
the producer’s merchandise in other places. 

Among the producers that have been successful in establishing retail 
outlets are oil, paint, automobile, hat, shoe, clothing, furniture, drug, 
office-appliance, and candy manufacturers. The locations of these 
outlets have been confined, generally speaking, to the cities where the 
demand is large, dense, and fairly stable. Distribution in small towns 
and in out-of-the-way places is still secured through independent retailers. 

limitations to the Use of the Direct Method.— The direct method of 
marketing obviously cannot be used advantageously under all conditions. 
The manufacturer must be in a strong financial condition, have mana- 
gerial talent capable of supervising the performance of the retail function, 
and produce on a rather large scale. The demand should be constant 
and highly concentrated. Manufacturers of a large number of low- 
priced products, e.p., the manufacturers of a large number of articles 
found in the typical hardware, department, drug, and grocery store, 
would not find it profitable to establish retail stores . 1 Goods that are 
perishable, need servicing, require special training on the part of the 

1 The robot may be used successfully for low-priced, standardised, non-perishable 
product* that are well kno wn and universally and continually used. The problem of 
servicing, however, prevents the manufacturer with wide distribution from using tide 
<tevi»Cwepp.5»4*). * 
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sa lesmen , and sell at a price that furnishes a comfortable gross margin 
may be sold by manufacturers through their own retail stores if other 
conditions are favorable. The ultimate test, however, is the relative 
gost of performing the marketing functions, and the necessity for render- 
ing technical service. 

The Indirect Method. — The indirect method is probably more widely 
used by producers of agricultural and of manufactured products than 
any other method. These producers in the past have tended to give 
their major attention to the technical problems of production. This 
practice furnished an opportunity for independent specialists in market- 
ing to develop. These specialized market functionaries usually perform 
the various marketing services more effectively than can the typidal 
manufacturer or farmer . 1 They assemble goods from widely scattered 
smal l-scale producers and distribute the merchandise among widely 
scattered consumers and small-scale business firms. The marketing 
functions have to be performed by some agency or agencies. The 
mi dd lem an , by collecting the products of different producers and sup- 
plying the needs of many different small-scale buyers, can perform these 
services, apparently, more economically than the typical producer or 
consumer. 

Used by the Farmer. — Farm products going to the ultimate consumer 
may be sold to a local retailer who in turn sells them to the housewife; 
to a country shipper 2 who sells to a jobber or wholesaler, in some distant 
city, who sells to retailers, who in turn sell to the consumer; or to a country 
shipper, who sells through a commission house, to a wholesaler or a jobber, 
to a retailer, who supplies the consumer. Under certain conditions 
brokers, cold-storage firms, and auction companies are utilized in passing 
idle agricultural products along to the housewife. 

If the farm produce is going to the industrial markets as raw material, 
the method used may be and usually is different. The industrial market 
is large scale and sets up certain standards as to quality and quantity 
which must be met. The farmer selling to the industrial market may 
consign his product, usually in carload lots, to a commission man who 
sells it for the grower to some manufacturer. Thus commissioh agents 
may sell the fanner’s car of live stock to the meat packer and his car of 
grain to a miller. Many fanners do not produce on a large enough scale 
to sell in carload lots, so they sell to the local shipper who sells through 
a commission man to a manufacturer or to a warehouse company which 
sells to a manufacturer or to a shipper who in turn sells to the manu- 

1 Cf. Chaps. V, VI, VII. 

* Country shippers may be “cash buyers,” a local retail store that “buys to ship,” 
a local elevator or warehouseman, a buyer representing some wholesaler is a central 
market, or a cooperative association. 
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facturer. Order buyers operating in the central markets buy, lor 
example, a considerable volume of grain and live stock for manufacturers 
located in other parts of the country. The channels leading to fee 
consumer are more numerous and involved than those going to the 
industrial market. 1 This is due largely to the size and location ol 
the consumer demand. 

Used by the Manufacturer . — A large number of manufacturers produc- 
ing merchandise for the use of the ultimate consumer typically sell 
directly to the retailer who in turn sells to the consumer. This retailer 
may be an independent unit store, a mail-order house, a department 
store, or a chain. The large meat packers usually sell directly to the 
retailers, as do some manufacturers of clothing, shoes, furniture, petro- 
leum products, automobiles, and tires. 

Table 33, based on the Census reports, illustrates the methods of 
marketing used by industry. Flour mills, as is indicated, sell 40.3 
per cent of their output to independent wholesalers and only 7.7 per cent 
through their own branches. They sell 27.1 per cent direct to retailers, 
while 23.5 per cent goes direct to large-scale users. Bolts, nuts, washers, 
and rivets, to the extent of nearly 70 per cent, are sold direct to large 
users, while 25.7 per cent is sold to independent wholesalers. Leather 
gloves and mittens are sold in large quantities directly to independent 
retailers; 34.4 per cent goes to independent wholesalers. An examina- 
tion of the table shows that sugar, soap, handkerchiefs, pianos, plated 
ware, nickel, silverware, pewter, cereal preparations, and coffee are sold 
chiefly by the indirect method. 

The importance of a knowledge of the factors that determine the 
choice of a method of marketing is illustrated by the following quotation 
concerning a firm in the oil industry: 

Oil companies find it desirable to sell direct to dealers, provided that the 
consumption per square mile is high. In doing this, they, of course, assume the 
functions of the wholesaler. Selling direct to dealers puts the manufacturer that 
much closer to the ultimate consumer. He has the opportunity to see that his 
product jb merchandised in such a way as to enhance its value in the eyes of the 
consumer. Provided that there is enough sales volume in each locality, it is 
more profitable; for, obviously, the manufacturer can sell at wholesale instead of 
manufacturer's prices. But if consumption per square mile is low, selling direct 
is costly, and it pays to let the wholesaler, already established in the community, 
market the product. * 

These principles are recognized by one company which set about to establish 
a standard by which to measure various parts of the country. Such a standard 
was afforded by a comparison of sales to cost per square mile. A careful study 
convinced the company that it was profitable to distribute direct wherever it 

1 Cf . “ Methods of J>i8tribution l ,, op. eit pp. 13, 14. 
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could sell a certain number of gallons per square mile per axmuxn. Below this, 
selling direct is unprofitable. 1 


Table 33. — Methods op Marketing Used bt Representative Industries, 1929 1 


V 

Industry 

To wholesale 
distributors 

To retail 
distributors 

To users 
direct, 
per 
cent 

Inde- 
pendent, 
per cent 

Own 

branches, 
per cent 

Inde- 
pendent, 
per cent 

Own, 
per cent 

Flour mills 

40.3 

7.7 

27.1 

1.4 

23.(5* 

Coffee and spice roasting and 





\ 

grinding industry 

21.5 

22.9 

36.7 

14.9 


Cereal preparation (does not in- 





\ 

dude that produced as a by- 





\ 

product in other industries) . . . . j 

89.7 

8.8 


1 . 5 \ 

Rayon yam and allied products. . . 

36.0 



64.0 

Cotton small-wares industry 

36.4 

1.1 

7.8 


54.7 

Wool shoddy 

40.1 




59.9 

Bolts, nuts, washers, and rivets . . 

25.7 

4.7 

0.6 


69.4 

Plated ware, nickel, silverware, 






pewter 

50.8 | 

41.3 


7.9 

Iron and steel forging 

6.0 

1.6 



92. 4f 

Musical instrument, parts, and 






materials (except pianos and 






organs) 

40.1 

7.9 

32.2 


19.8| 

Leather glove and mitten 

34.4 

11.2 

50.4 


4.0 

Piano 

10.7 

5.5 

54.0 

21.5 

8.3 

Handkerchief 

58.3 

9.9 

31.6 


0.2 

Soap 

45.5 

32.8 

13.6 


8.1 

Cane-sugar refining 

53 3 

26 1 

12.1 


8.5 

Beet-sugar refining 

93.9 




6.1 


1 Adapted from U.8. Department of Commerce, Reports of Bureau of Census, 1931. 

* Bakers, manufacturers of food products, farmers, etc. * 

1 74.6 per cent to manufacturers; 17.8 per cent to railroads and contractors, 

X Household users 15.7 per oent. 

What limits the Number of Retailers That Can Be Sold Directly. — 
The major limitation on the number of retailers that can be sold directly 
is the cost of selling them. It has been estimated, for instance, that there 
ate not more than 2,000 department stores and 2,500 drug stores that 
do a sufficient volume of business to warrant manufacturers of toilet 
goods to sell them directly. These stores, located usually in towns of 

1 Baoma and Lasasds, Applied Budgeting, Chsp. II, pp. 38 ff. 
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26,000 and above and confined to congested shopping districts, sell 
approximately two-thirds of the toilet goods. 1 

Advantages to Manufacturer in Selling to Large-scale Retailers. — 
The following quotation indicates the possible effect of large-scale 
retailing upon the manufacturer’s costs of selling: 

Due to changes in distribution which have taken place during 1927 and 1928, 
it now takes 17,500 less traveling salesmen to sell the 11,000 items stocked in 
grocery and drug stores. 

The elimination of these salesmen represents an annual saving of approxi- 
mately $87,000,000 in selling expense. The new trend is due to three influences. 
First, the retailing is in fewer hands today, as shown by the fact that five com- 
panies alone control 17,000 grocery stores. Naturally, fewer salesmen are needed 
to call upon them. Second, in many cases, the chain orders direct without any 
contact with the salesmen, and, in a number of instances, the president of the 
drug or grocery manufacturing company finds it more profitable to call on the 
heads of the larger chains himself. 

The third fact is the consolidation of manufacturers, similar to the Postum 
Company, so that one salesman can sell more than one item. Our studies have 
shown that a salesman can sell five items to the drug and grocery trade without 
any loss of efficiency. With wholesalers now combining in a large group, also, 
this will reduce still further the number of salesmen needed. It was found, in 
one recent consolidation, that 400 people were eliminated in the accounting 
department also, cutting down the tremendous amount of clerical work involved 
by each individual company when selling to the 400,000 drug and grocery outlets. 9 

Many producers look with favor upon sales to large-scale retailers. 
The large orders placed tend to reduce the costs of production and of 
marketing for the manufacturer. The orders are usually given well 
in advance of the time of delivery, which reduces risks and permits 
production planning. The large number of outlets and the wide exten| 
of territory covered by the large-scale retailer furnish the manufacturer 
more effective distribution of his product. 8 

Exclusive Agency. 4 — A producer that lacks the financial resources or 
the volume of production necessary to make direct selling profitable 
may find it advisable to organize exclusive agencies and in this way 

1 Slatbb, A. L., Advertising and Selling , p. 21, Jan. 9, 1929. 

’Baxtkk, W. J., Retail Ledger , first November issue, 1928. 

* It should be kept in mind, however, that the l&rge-ecale retailer may secure such 
a dominant position in the marketing organization of the manufacturer as to deprive 
him of all independent action. 

1 44 Any agreement to sell within a certain territory a commodity or service through 
only one company or individual constitutes an unlimited or single exclusive agency. 
The contract may be written or oral. The product must be identified by brand or 
trade-mark, and the dea le r who acts as agent is under a moral obligation to develop 
his market in a business-like way. 1 ' New York University Bureau of Business 
Seseareh, The Exclusive Agency, p. 1. t 
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e s t ablish a highly desirable form of selective distribution. All products 
manifestly are not suited to the exclusive-agency method* According 
to the New York University study, building material, grocery specialties, 
druggists' sundries, toilet preparations, hosiery, underwear, jewelry, 
and office appliances are not generally sold through exclusive agencies. 
Products such as the following seem to lend themselves to this plan of 
selling: new or relatively unknown goods; high-priced “shopping lines” 
requiring service to consumers and having a dominant style or quality 
element; and merchandise of which a full line must be carried. Farm 
machinery, furniture, men’s and women’s clothing, branded shops, 
radios, pianos, mechanical refrigerators, automobiles, washing machines, 
automobile tires, oil burners, and paints are good examples. Many 
exceptions, however, are found . 1 Firms within the same industry, 
operating under similar conditions, frequently use different method^. 
The explanation for the difference is usually found in the differing 
opinions of the managements as to the relative advantages and disad- 
vantages of the various methods. 

Advantages and Disadvantages to the Manufacturer. — The manu- 
facturer may wish to establish exclusive-agency agreements for several 
reasons. The more important ones are to secure aggressive selling 
through a greater personal and financial interest on the part of the 
dealer; to prevent price cutting; to maintain the prestige of the firm and 
of the product; and to insure satisfactory service to the buyer. The 
plan may not always produce the anticipated results. The volume of 
sales, in fact, may be restricted by limiting the selling to a selected few. 
The agent may not always cooperate in a wholehearted manner; he 
may even push competing lines or sell substitutes. 

Advantages and Disadvantages to the Dealer. — The dealer in accept- 
ing an exclusive-agency contract hopes to secure certain advantages, 
such as increased prestige from being designated as the exclusive dis- 
tributor of a well-known and highly esteemed line of merchandise, 
freedom from competition from other dealers in his own territory selling 
the same goods, assistance in advertising, and quantity dtecounts. 
He is likely, under the guidance of the manufacturer, to maintain better 
balanced stock and to realize a higher rate of turnover. There are some 
possible disadvantages to the dealer; e.g., the manufacturer may decide 
‘to abandon the exclusive-agency system, or select a different merchant 
after the first one has spent considerable effort and money in developing 
local recognition and desire for the product. If the dealer agrees not 
to handle competing lines, he is likely to reduce the volume of his sales 

* During 1035, for example, a number of refrigerator manufacturers began selling 
their product through department stores. The consumer is now able to compare 
and contrast the different machines under favorable conditions. 
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materially and thus cut his profits. The manufacturer usually retains 
a definite control over prices and stocks which may restrict the dealer's 
total volume of sales. 

It is obvious, from the foregoing discussion, that the exclusive-agency 
method has a place in our marketing system but there are definite limita- 
tions to its use. There must be an identified product of a kind suited 
to the plan, and the advantages to the manufacturer and to the dealer 
must outweigh the disadvantages, or the plan will be abandoned. 

When to Use the Wholesaler. — Producers of a large variety of prod- 
ucts, such as manufacturers of groceries, dry goods, drugs, hardware, 
electrical appliances, and automobile accessories, typically sell to whole- 
salers, who sell to retailers, who in turn sell to consumers. Many of 
these goods are produced by small-scale manufacturers and flow in small 
quantities to a large number of widely scattered retailers. It is usually 
more economical under such conditions for the manufacturers to use 
the wholesaler. Products that demand dense distribution, such as 
low-priced, frequently bought convenience goods, are usually distributed 
more economically through the wholesale-retail channel. If the product 
is a specialty of high value and is purchased at infrequent intervals, a 
system of selective distribution may prove more effective. Producers of 
seasonal merchandise, such as the canners of fruits and vegetables, 
typically use brokers in locating wholesalers. The manufacturers of 
grocery and hardware specialties sometimes use so-called manufacturers' 
agents who sell to wholesalers. 

Setting Food Products from Trucks . — A method of marketing food 
products, which is in reality a combination of simultaneous selling and 
delivery, has been in use for a number of years. The firm using the 
method may be a wholesaler or a producer. The driver of the truck is a 
salesman who follows a regular route on a predetermined schedule. H© 
sells, delivers, and collects. The plan has certain obvious advantages, 
such as prompt delivery, a close and friendly relationship between the 
fifrleflynan and the retailer, and no credit losses. This type of selling often 
reaches small retailers who are not adequately serviced by other types of 
wholesalers. Large-scale retailers likewise buy some merc han d i se by this 
method. The success of the plan depends on the character of the product, 
the nature of the demand, and the density of the retail outlets. The 
place of “truck selling ” in our marketing organization was reportedon by 
•Dr. Sandburg . 1 The following summary gives some of the results of 
his study: 

By avoiding separate visits for Belling and delivery, truck selling effects 
savings in expense for personnel, equipment; operation, and order h andling ; 

1 SAJTOBtmo, L. J., Truck Setting, Harvard University. Graduate School of 
Business Administration, 


l 
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Hum savings, however, can be realised only when the salesman is able to 
anticipate closely the kinds of goods, and the quantities of each; that his customers 
will order. This ability to anticipate demand accurately usually exists only when 
the number of products are small and when the demand is relatively stable, and 
when there is high frequency of sale. Thus, it is concluded, truck selling is 
advantageous only in the relatively few instances in which these conditions are 
accompanied by the desirability of specialized, intensive sales effort. 

Truck selling was found to be employed by two groups of distributors: Truck 
wholesalers or “wagon jobbers,” and manufacturers. Truck wholesalers are 
numerous, but relatively unimportant in wholesale food distribution, since they 
account for less than M of one per cent of the wholesale sales of the goodB con- 
cerned. They are valuable especially to small manufacturers and to larger 
manufacturers for the distribution of perishable products. They are of Bervlpe 
also in distributing miscellaneous products to retailers not effectively served t^y 
other types of wholesalers. 


Some of the truck sellers have been quite successful in maintaining a 
stable volume of business on a high basis by combining a few lines of 
merchandise which supplement each other during the different seasons. 
Thus products in great demand during the summer are replaced in the 
autumn by products that are wanted in the winter. Some of the more 
successful operators of this type limit their line during any one season 
to eight or ten products. 

Manufacturer to the Industrial Market . — Although the typical method 
of selling goods to be used for production purposes rather than for per- 
sonal use is the direct method, a considerable volume passes through the 
hands of jobbers and manufacturers’ agents. There are large numbers of 
small-scale manufacturers and institutions whose demand for manu- 
factured goods is so small and irregular that the producer may find the 
cost of direct selling prohibitive. He may sell, in such cases, to jobbers 
and supply houses who in turn sell to the industry; in other instances he 
may distribute his product through a manufacturer’s agent. The agent 
usually sells several non-competing lines of products put out by different 
manufacturers. The increased volume secured thereby gives the agent 
a lower selling cost than the several individual manufacturers could 
attain. A manufacturer, as was stated above, may sell directly in a 
highly concentrated market and through middlemen in the remote and 
thinly settled districts. 

Methods Used in Marketing Selected Groups of Products. — Table 34 
indicates the methods of marketing three selected groups of products. > 
The first group (A) comprises those products that are sold chiefly by the 
indirect method, yet a larger portion of these goods is sold directly to 
the ultimate consumer than any of the products in groups B and C. 
Automobiles are sold directly to the user to the extent of 18.30 per cent; 
only 0.22 per cent go directly to industry, but 81.48 per cent are add 
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indirectly; 11.57 per cent of the electrical refrigerators are sold direct to 
the consumer, but 85.45 per cent go through various types of milkmen. 
The products in group B illustrate the type of goods that are sold directly 
to industry. At least 50 per cent of these goods are sold by the direct 


Table 34. — Methods of Marketing Selected Group of Pboductb 1 


Products 

Percentage going 

Direct to 

Indirect to 
all others 

The con- 
sumer 

Industry 

Group A: 




Automobiles and other vehicles 

18.30 

0.22 

81.48 

Refrigerators (electric) 

11.57 

2.98 

85.45 

Musical instruments and sheet music 

9.09 

1.10 

89.81 

Farm machinery and equipment 

3.16 

7 35 

89.50 

Professional equipment and supplies 

3.16 

8.26 

88.58 

Hardware (general line) 

2.73 

17.00 

80.27 

Group B: 




Metals and minerals (except petroleum and 




scrap) 

0.45 

73.55 

26.00 

Textiles and textile materials (other than 




dry goods) 

0.40 

66.22 

33.38 

Manufacturing, mining, and drilling equip- 




ment and supplies 

0.83 

64.41 

34.76 

Electrical goods (including appliances) 

0.68 

61.98 

37.34 

Piece goods 

0.14 

51.76 

48.10 

Coal 

1.33 

44.91 

53.76 

Paper and paper products (specialty) 

0.48 

43.61 

55.91 

Group C: 


35.19 1 


General merchandise 

0.49 


64.32 

Hardware (specialty) 

0.91 

34.20 

64.89 

Groceries (general line) 

0.24 


99.76 

Fruits and vegetables Afresh) 

0.33 

! 

99.67 

Tobacco and tobacco products 

0.55 

0.13 

99.32 

Meat and meat products 

0.85 

0.24 

98.91 

Fish and sea foods 

1.59 


98.41 

Drug and drug sundries (general line) 

0.29 

1.66 

98.05 

Furniture 

0.59 

1.42 

97.99 

Books, periodicals, and newspapers 

1.53 

1,14 

£7.33 

Tires and tubes 

0.85 

1.86 

97.29 

Dry goods and apparel 

0.24 

2.68 

97.08 

Drug and drug sundries (specialty) 

0.40 

3.46 

96.14 

House furnishings. * 

0.79 

2.30 

96.91 


1 Adapted from W Mttah DittriMU m for tin Ym IMS, XI.S. Department of Commerce, Bure»uc4 
Omni, p. T8, ISM. 
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method, with the exception of coal and paper specialty products; 53.76 
per cent of the former and 55.91 per cent of the latter are sold indirectly. 
Group C comprises typical consumer goods which reach the ultimate 
user through the hands of the commonly known marketing functionaries. 
It is interesting to note that more than 99 per cent of the general line of 
groceries, fresh vegetables, tobacco, and tobacco products are sold by the 
indirect method. Meats, fish, drugs, and furniture are likewise sold 
predominantly by the indirect method. The nature of these goods, the 
character of the consumer demand, and the size and location of the pro- 
ducers are all factors influencing the decision to market these goods b^ 
the indirect method. '» 

The Cooperative Method. — The cooperative method of marketing! 
appears to be gaining popularity rapidly. Producers, consumers, and\ 
merchants 1 form associations for the purpose of performing a number of \ 
the important functions incident to selling their products or buying their ' 
stocks of merchandise, supplies, and equipment. These organizations 
do not abolish any of the important marketing services performed under 
t- the non-cooperative plan, but some of the independent marketing func- 
tionaries are displaced. The cooperative plan, in its comprehensive form, 
brings about integration which makes large-scale marketing operation 
possible. The success of any cooperative plan depends upon the ability 
and honesty of the management, the loyalty of the members, and the 
economic and social need for this particular method of marketing. The 
use that cooperative associations make of existing marketing function- 
aries varies. So far there are relatively few instances in which an 
association performs all the functions. The objective of the agricultural 
cooperative associations is to bring about “orderly marketing”; i.e., 
agricultural products in the desired quantity and of the desired quality 
will be sent to the right market at the right time. The economies of 
centralized, large-scale marketing are secured. 

Cooperative Buying. — Fanners, either through informal groups or 
through organized associations, buy large quantities of farm machinery 
and implements, flour, feed, seed, fertilizer, binding twine, oil, coal, 
paint, insecticides and fungicides, and other merchandise. Since they 
buy in large quantities, purchases are usually made directly from pro- 
ducers and wholesalers, frequently with the benefit of quantity discounts.* 

‘ For a survey of cooperative buying among merchants, consult W. L. White, 
Coopera&He Retail Buying Associations. 

* More than 2,000 agricultural cooperative associations which purchase farm 
supplies responded to a request for information by the Farm Credit Administration; 
141 of these associations reported a total volume of approximately $89,000,000; 19 
additional associations reported a total business of approximately $97,000,000. 
These figures include only the purchase of supplies for the farmers. Farmers in 
Oregon purchased cooperatively more than $2,000,000 worth of supplies in 1988. 
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The local retailers try in various ways to discot&age such practice. They 
sometimes refuse to sell the merchandise of a manufacturer who sells 
to the cooperative buying clubs. If the association goes out of busu^ss, 
the manufacturer may find that he has lost a valuable market because 
of the boycott of the local merchants. The cooperative movement 
has now become so firmly established that it must be regarded as a 
permanent part of our marketing structure. 

Cooperation among Manufacturers, Wholesalers , and Retailers - 
Manufacturers have also entered the field of cooperative marketing. 
The cooperative plan developed by McKesson & Robbins brings together 
a chain of wholesale drug houses, manufacturers, and a large number of 
retail drug stores. The retail organization is designated as the McKesson 
Service Stores, and each member agrees to purchase a substantial portion 
of its requirements from the company and to promote the sale of the 
McKesson & Robbins products and those of manufacturers with which 
it is identified. The idea is to give the retailer a “ merchandising service 
with the advantage of centralized collective buying.” 

This great interest on the part of independent retailers, service 
wholesalers, and certain manufacturers in the cooperative method of 
marketing manufactured goods is largely the result of the rapid expansion 
of large-scale retailing. As was stated in the preceding chapter, much 
has been made of certain advantages enjoyed by the chain stores. The 
cooperators hope to secure these advantages, retain those of individual 
ownership, and at the same time avoid the disadvantages inherent in 
the chain system. 

The entire cooperative movement is a manifestation of the current 
desire to control the marketing process by the independent merchants. 
These objectives may be attained in certain instances, yet there are 
definite limitations to the possibilities. One student of marketing, in 
^speaking of the cooperative retail movement, sums up the situation in 
the following words: 


There has been no movement among independent retailers in recent years 
so widespread, so carefully considered, and so full of possibilities for good and 
at the Same time for waste, if not properly conducted, as cooperation among 
retailers. In a very real sense, cooperation is the only effective means of meeting 
the independents 1 present-day p roblems. 1 . 

The smal lest association handled $3,500 worth of purchases, and the largest handled 
$431,000 worth. Farm Credit Administration, News for Farmer Cooperatives. 

Farm cooperatives made purchases during 1927 in excess of $300,000,000. 
Each of three large purchasing associations bought goods during 1928 valued at more 
than $10,000,000; two others made purchases in excess of $4,500,000, while at !***$ 
nine others did a purchasing business in excess of $1,000,000 each. Farmers* selling 
cooperative associations are discussed in Chap. XIX. 

, * Ntstbom, P. H., Economics of Retailing , Vol. 1, p, 396. 
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The Common Elemenftin Cooperative Plans '. — The common element 
in all these cooperative plans, as a method of marketing, is an attempt 
to secure the advantages of large-scale marketing. Lower prices to the 
consumers and greater profits to the producers and the merchants are 
the ultimate goals. The motivating force is not a social one but a 
desire to improve the economic Btatus of the members. The wholesalers 
are anxious to cooperate with the retailers in order to keep themselves 
in business. The independent retailers are willing to cooperate with 
each other and with the manufacturer and the wholesaler in order that 
they may receive lower prices and assistance with newspaper and radib 
advertising, displays, store layout, and other services designed to improve 
their merchandising practice and competitive position. \ 

Mechanical Methods of Selling. — Enormous pressure is being\ 
constantly exerted to reduce the costs of marketing. This movement \ 
is exemplified through a more intensive use of mechanization in market- ' 
ing, resulting in a reduction of man power (labor), a greater degree of 
simplification and standardization of easily understood and determinable 
grades and labels, a reduction in wastes, resulting from useless duplica- 
tion in sizes, shapes, prices, services, retail outlets, and sales-promotion 
devices and methods. An interesting example of this drive for lower 
cost is the use of various forms of automatic selling devices of the mechan- 
ical type. 

The annual volume of business secured by means of vending machines 
has been estimated as high as $100,000,000. These machines have 
certain advantages, such as convenience as to time, place, and service. 
They do a strictly cash business, attract attention, and, no doubt, secure 
a considerable amount of business because of their novelty. They 
can be placed in strategic locations, where the machines store, display, 
advertise, and deliver the goods and collect the payment. They have 
been called complete stores within themselves. 1 There is considerable’ 
expense, however, involved in servicing the machines. They must be 
restocked, kept in good mechanical condition, and the money collected. 
They are likely to receive hard usage which results in high operating costs. 

It is commonly recognized that not all kinds of merchandise soon be 
sold successfully by vending machines. The product must fulfill six 
requirements, according to Mr. Alexander, as follows: 

First: the article must be packaged ready to take away; or it must be con- 
sumed 9a the spot like a drink. 

Second: to sell best, it should have a consumer demand built up through 
advertising, sufficient to sell itself. 

Third: the article must be small enough so that a large number can fit into a 
machine of reasonable size. 

1 Auautmas, H. W., of the H. W. Alexander Company, sales engfaww, New York. 



MAUKBTim MBTB0&8 


Fourth: easily perishable goods should not be pliioed into machines, for the 
theory is that machines should stand any kind of climate and temperature so ^fcat 
they can be refilled at intervals of several days as need be. This does not apply 
where a cooling unit is in the vending machine or, for instance, oranges or apples, 
which are not easily perishable. Of course it does not apply to automatic 
restaurants, as the food is sold so fast it has no time to perish. 

Fifth: the price of the article sold should be not more than 25j£. Above 25f5 
customers want to look the goods over. At 50 they want to examine them and 
ask questions. The vending machine is really a penny, nickel, dime and quarter 
product distributor. Not long ago a high class department store told me they 
could not afford to sell less than 50 ^ drug items, considering overhead and space. 
There was space, however, in the store along the wall and around the pillars for 
quarter vending machine units and they told me they now planned their installa- 
tion, for it is good space and they require no sales help. 

Sixth: machine vended articles must be standardized. You will see that the 
present development in merchandising fits mechanical selling; that is, national 
advertising, standardization and packaged goods. 1 

Some form of organization is necessary to buy the products sold 
through the vending machines, to secure suitable locations, and to 
provide adequate servicing. The manufacturers of the merchandise 
sold are not likely to perform these services. The typical wholesaler 
cannot do it. Retailers of various kinds frequently buy or lease the 
machines and service them. In other instances individuals or small 
firms specializing in this type of selling buy the machines, arrange for 
suitable locations in places accessible to large groups of possible con- 
sumers, buy the merchandise needed on a wholesale basis, and service 
the machines. An individual w ith a relatively small number of machines 
advantageously located has been known to secure a very satisfactory 
return on his investment, for the risks involved, and for the time required 
for servicing. 

Method of Analyzing Problems of Marketing. — Our previous discus- 
sion has pointed out the nature of the various marketing functions, 
indicated their influence upon the character of the institutions that have 
been developed to perform the functions, and analyzed the factors 
that determine the choice of methods of marketing. The next section, 
Part III, presents in a descriptive-analytical manner factual material 
concerning the marketing of agricultural, natural, and manufactured 
products and of services. We present at this point a more detailed 
ou tlin e of our method of analyzing marketing problems. * 

The Method of Analysis .— Time and space do not permit a detailed 
disc ussi on of the processes of marketing each and every economic good 
found in the world's markets. Such a method of approach, moreover, 
is not advisable for the general student of marketing, as it would involve 
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a large amount of useless repetition. Our purpose is adequately served 
byj classifying all economic goods under four major classifications, and 
then discussing the practices followed in marketing some of the major 
groups in each classification. The method of analyzing the problems 
of marketing specific commodities and services is indicated by the 
following outline . 1 

Outline of Method of Analysis 

I, The demand factors : 

1. Major uses. 

а. Industrial use. 

Raw materials, power, equipment, supplies, etc. 

б. Personal use of ultimate consumer. \ 

c. Possibility of increasing consumption through developing new use$, 

decreasing consumption from many causes. \ 

2. Large scale versus small scale. 

3. Volume and quality of demand, the unit of purchase. 

4. Geographical, sociological, and industrial distribution, proximity to place 

of production. 

6. Density and stability — seasonal, secular, cyclical variations, frequency of 
purchase, reorders. 

6. A buyer’s versus a seller’s market. 

7. Degree of elasticity. 

8. Degree of specialized demand, t.e., made to order, versus staple. 

9. Relation of the demand for this product, to use of other products. 

10. Degree of skill in purchasing exercised on part of buyer. 

11. Buying habits of purchasers and users. 

12. Importance of the style element. 

13. The need of financial assistance — credit, installment payments, etc. 

14. Governmental control — tariffs, quotas, embargoes, taxes, pure food laws, 
codes, A.A.A., N.I.R.A., etc. 

II. The supply factors: 

1. The product. 

o. Size, degree of bulkiness, and concentration of value. 

6. Perishable versus non-perishable; sources of risk — climate, disease, 
insects, etc. 

e. Standardized versus non-standardized as to quality, size, design, grade, 
etc. 

d. Independent, joint, or by-product. 

e. Need of expert or technical service for demonstration, installation, ser- 

vice, etc. 

/. Identified versus unidentified. 

» Q. Points of superiority, weakness, etc. 

2* The method of production, 
a. Small-scale versus large-scale. 

b • Produced by nature, tools, machinery; degree of skill, organisation, 
specialization required. 

1 For a somewhat similar outline, cf. E. L. Rhoades, Introductory Readme • 
Marketing, Chaps. II, III. 
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a Volume of production— the supply, degree of monopoly, possible end 
probable substitutes, forms of regulation of supply, quality, etc. 

<f« Geographical distribution of producing units. Factors determining 
their location, degree of concentration, 
e. Stability of production — seasonal, secular, cyclical. 

/. Length of production period, the amount of capital required. 
g. How affected by law of diminishing returns or increasing costs. 

3. The producer. 

a. Alert, aggressive, and progressive versus high degree of conservatism; 

the personal element — labor and professional services. 

b. Attitude toward cooperative movement. 

c. Economic, sociological, and political status. 

d. Attitude of producer toward the middlemen. 

4. Governmental control — nature, amount, trend. 

III. Services necessary and the agencies that perform them: 

1. Possible services. 

a. Buying — assembling, collecting, concentrating. 

b. Selling — advertising, displaying, installing, and demonstrating. 

c. Grading — standardizing. 

d. Transporting, storing, financing, and risk bearing. 

2. Possible agencies. 

Merchants, agents, exchanges, auctions, cooperative associations, ware- 
housemen, grain elevators, market news agencies, banks, commercial 
paper houses, transportation companies, insurance firms; city, state, and 
federal governments. 

3. Services and agencies for: 

a. The concentration process in the local, central, and terminal markets. 

b . The dispersion process to the industrial, institutional, and consumer 

markets. 

IV. The methods of marketing used, and why: 

1. Direct. 

2. Indirect. 

3. Cooperative. 

4. Combination of two or more of the foregoing. 

5. Why the particular method is used in each instance. 

6. The present trend. 

V. The major problem met and its possible solution. 

It is evident that all points listed in the outline are not applicable 
to the problems encountered in marketing every product. The majority 
of points, however, may be applied to a very large number of economic 
goods. The outline serves to illustrate a method of analysis of the 
marketing process which, it is believed, will tend to develop an apprecia- 
tion of the magnitude of the problems encountered. Its use majr aid 
is promoting clear and sound thinking along the lines that will develop 
satisfactory answers to some of our more pressing marketing problems. 
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Questions for Discussion 

1. What is meant by the terms “ marketing methods,” “channels of distribution,” 
“middlemen,” “shortening the channels of distribution,” “eliminating the 
middleman”? 

2. What is meant by the terms “direct method of marketing,” “indirect method 
of marketing,” “cooperative method”? 

3. “No distributing device is permanent; most of them are of fairly recent origin 
in their present form. The distributing functions are the durable elements of the 
problem.” What is the significance of this statement to the student of marketing? 
What is meant by the term “distributing functions”? 

4. “Five classes of proposals have been made to lessen the expenses of market 
distribution: first, to decrease the number of middlemen; second, to shorten the trade 
channels: third, to organize cooperative marketing organizations; fourth, to develop 
eheaper or more efficient methods; and, fifth, to have public regulation. Several of 
the suggestions in the fourth class involve a lessening of service to the consumers.” 
Evaluate in detail each of these proposals. 

4 “High-pressure wholesaling makes each manufacturer duplicate the whole- 
saler’s activities; it produces duplicate selling staffs; duplicate credit departments; 
duplicate accounting departments; duplicate shipping departments.” Assuming 
these statements to be true, does this situation necessarily increase the cost of market- 
ing? Justify your answer. 

6. What classes of goods are usually sold directly to the consumer? Why? 
What are the advantages and the disadvantages of this method of selling? What 
am the leading types of organizations that have been developed for direct selling? 
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7. What are the principal motives for direct mannfacturing-retailmg relation- 
ships? What are the circumstances that make this direct contact feasible? When 
is such relationship not feasible? 

8. “ Based on our experience we have chosen the exclusive dealer plan as the more 
economical and satisfactory of the two methods, as it has proved to offer these six 
advantages: (a) it increases sales and lowers selling cost; (6) it provides more regular 
and dependable volume of orders; (c) it obtains a more uniform distribution; ((f) it 
makes customers more loyal to the line; (e) it makes it easier to maintain re tail prices; 
and (/) dealers take more interest in actually selling and advertising the line 99 Do 
you agree? Justify your answer. What is an exclusive agency? 

9. “ The final consideration, however, must be the effect upon the public — the 
ultimate consumer. Does the exclusive agency plan make for higher or lower retail 
prices, or simply for uniform prices? Does it provide the variety and satisfaction 
which consumers want? What effect has it upon the quantity of the manufacturers 
output; upon his net profits? Does it really make for steady and satisfactory rela- 
tionships between producers and distributors? Does it remove the stimulus of 
competition for the potential market? Does it encourage the substitution of com- 
peting merchandise on the part of other dealers ?” Summarize the advantages and 
the disadvantages of the exclusive agency to (a) the manufacturer, (6) the dealer* 

10. What general factors and conditions determine the selection of any particular 
method of marketing? 

11. What factors determine when a producer should use (a) co mmissio n m e n , 
(b) brokers, (c) sales agents? 

12. Why has selling through commission agents declined? Why has the method 
not been completely abandoned? What products are typically sold through com- 
mission agents? Why? 

13. “The producer can no longer take the time to hunt up buyers for his wares.” 
Evaluate this statement. 

14. “The general advantages of the middleman system are the advantages of 
specialization and of division of labor by independent units.” Criticize this statement. 

15. “The wastes of high-pressure marketing can be eliminated and the cost of 
distribution lowered if the retailers and wholesalers of the country would, first, accept 
full responsibility for the task of furnishing to the consumers of the nation the products 
of our farms and factories; second, buy according to established grades and standards 
in order to make production subservient to consumption; and, third, promote con- 
sumer education as to merchandise.” Do you agree? Justify your answer. 

10. List the different types of cooperative associations. State the chief functions 
of each. How do you account for the development of the voluntary chains? 

17. “Producers* cooperation in agriculture seeks to accomplish certain definite 
objectivef.” What are they? 

18. What is integration in marketing? Under what conditions is there a tendency 
toward integration? Does integration help to reduce marketing expenses? Cite 
illustrations. 

19. What is the relation between integration and the choice of a method of 

marketing? * 

20. Why do some producers simultaneously use more than one method of market- 
ing? Give illustrations of such practices. Why do some producers in an industry 
use a different method of marketing from other members of the same industry? 

Assignment 

I. Written Reports.— Prepare a brief, concise report of approximately 2,000 to 
2,500 worth on one of the Mowing subjects : (1) chain stores, (2) voluntary chains, 
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(3) department stores, (4) mail-order bouses, (5) present stains of wholesaling or 
retailing, (6) agricultural wholesale and terminal markets, (7) agent middlemen, 
(8) produce exchanges, (9) the public warehouse, (10) the merchandise broker, 
(11) the manufacturer’s agent, (12) the use of the direct method of selling. Cover 
in this report such points as historical development; need for such services; 
advantages and disadvantages of this particular agency, its organisation and operar 
tion; costs of performing the marketing function or functions by this organisation; 
the future possibilities of growth or decay; effect of recent legislation. 

II. Problem . 

1. Problem 2, p. 184. Nash Motors Company — Method of Marketing. 

2. Problem 2, p. 145. Spencer Company — Cooperation between Wholesaler and 
Retailer. 

3. Problem 1, p. 227. Blatchford Mills— Direct Sales. 1 

4. Problem 2, p. 160. Davenport Tire Company— Exclusive Agency Plan. \ 

5. Problem 2, p. 165. Land O’Lakes Creameries, Inc— Marketing Methods of a 
Cooperative Organization. 

6. Problem 1, p. 266. Strength Union Company (A). \ 

7. Problem 3, p. 292. Duran Machinery Company— Manufacturers’ Agents. 

8. Problem 2, p. 400. Cotchpinicott Worsted Mills, Inc. — Selling Agents. 

9. Problem 1, p. 304. United Shoe Machinery Corporation— Lease System. 
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CHAPTER IX 


MARKETING AGRICULTURAL PRODUCTS-FARM CROPS— 
GRAINS, FRUITS, AND VEGETABLES 

Purpose of this chapter: To determine the source of the agricultural marketing 
problem; to analyze the factors that control the methods followed in marketing 
grains and fruits and vegetables. 

The Agricultural Marketing Problem— The productive capacity of 
American agriculture was increased greatly during the period 1915-1921 
to meet the unprecedented European demand resulting from the war. 
The fighting European countries obviously were not able to maintain 
their normal output of agricultural products during the war. Thia 
situation threw the burden of making up the deficiency and supplying 
the increased demand upon the rest of the world. The submarine 
activity and the withdrawal of shipping facilities from the Far East 
and some other sections of the world prevented the products of Australia, 
India, the Orient, and South America from reaching their customary 
markets. The result was that the United States and Canada greatly 
expanded their productive facilities to meet the war demand for food, 
clothing, and munitions. With the high prices for agricultural products, 
which resulted from the greatly stimulated demand, came speculation 
in agricultural lands. The prices of farms rose spectacularly, farmers 
and others bought and sold farms at ever-increasing prices and used 
the mortgage as the chief financing vehicle. 1 

There was a alow increase in product and land values during the 
period 1909-1912; during the period 1915-1920 the prices of agricultural 
products increased at a rapid rate. This increase in commodity prices 
was transferred to land values with the result that the prices per acre 
of farm* land in certain sections of the com and wheat belts increased 
300 and 400 per cent within a period of three years. This speculation 
in land was widespread. It was not uncommon for the price to increase 
as much as $25 an acre between sales and for a farm to change owners 
two or three times a year. Many farmers found themselves, when the 
deflation storm hit in 1921, the nominal owners of fama that could not 
be sold for even the amount of the mortgages. The amount of the 
lo an, in fact, was frequently as much as 25 to 50 per cent more than 

1 In the early stages of the inflation some farmers were able to pay for tlwir farms 

from the proceeds of one year's production. 

273 



MAREMfrm pimc mat 


274 

the deflated value of Hie farm. The interest charges and taxes in many 
instances far exceeded the cash income available, leaving nothing to 
the farmer for his own equity, his labor, and his investment in stock and 
machinery. The price of farm lands continued to decline through 1932. 1 
The adjustment between the price of land and the value of the crops 
that can be produced thereon must be completed before a stable price 
for farm lands can be expected. The losses of individual farmers, banks, 
and insurance companies resulting from the drastic decline in agricultural 
prices during the period 1921-1932 were staggering. 

What Is the Explanation ? — When the war ended and the participating 
countries resumed production, and when the shipping facilities were 
redistributed, the American farmer found his wartime foreign market 
shrinking. To make matters worse, many of the foreign countries tnat 
formerly imported our agricultural products in large quantities beg^ui 
to pay bounties and benefits to their own citizens to increase hoifie 
production. This practice was often accompanied by the imposition of 
quotas and/or tariffs on imports. The result was that some former 
importing countries increased their output to such an extent that they 
not only met their own domestic needs but also had a surplus to throw 
upon the already over-supplied world market. 2 When the depression 
of the 1930’s arrived agricultural conditions in the United States grew 
worse, owing to the now much more rapidly declining prices. Low 
prices for agricultural products reduced the purchasing power of fanners; 
consequently, they bought less manufactured goods — automobiles, 
machinery, clothing, etc. The reduced sales of these manufactured goods 
tended to increase unemployment in the cities and thereby reduced the 
purchasing power of the urban buyers of agricultural products, which 
caused the prices of these commodities to fall still more. 

1 The value of farm real estate in 1924 was $14,323,000,000; in 1932 it was $8,170,- 
000,000. Personal property value of farmers in 1924 was $2,937,000,000; in 1932 it 
was $1,811,000,000. 

* Prance, for instance, was a major wheat-importing country until the late 1920's 
when the government instituted a plan for fixing the internal price at a level to 
stimulate domestic production. The resulting extension in acreage prcAiuced an 
exportable surplus which proved financially embarrassing in 1933 and 1934. The 
government made the mistake of fixing prices without limiting the acreage. The 
exportable surplus for 1934 was estimated at from 80,000,000 to 110,000,000 bushels. 
The plan was financed by a 3-franc — later 7-franc — per quintal nulling tax. The 
price 8f wheat in France reached approximately $2.60 a bushel in 1934. A number of 
European countries not only paid bounties on domestic production but applied 
milling restrictions which forced millers to use a large proportion of native wheat. 
The subsidy paid in Holland was approximately $1.63 a bushel. The Minister of 
Agriculture stated in 1934, “Unlimited production must in the end only defeat itself. M 
Germany, Italy, Belgium, and Denmark were other European countries that arti- 
ficially stimulated the production of agricultural products. 
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Table 85 suggests the drastic decline in the gross income of fanners 
from 1030 to 1932 and 1933. This table also indicates the relative 
positions, on the basis of sources of income, of the ten major commodities 
produced by farmers. The dominant position in the farmer’s economic 
welfare held by animals and animal products is clearly demonstrated. 
The income received from milk, or hogs, or cattle, it will be noted, is much 
more important to the farm population than that received from wheat 
and until 1933 was more important than cotton. The income derived 
from eggs exceeded that received from cotton in 1930 and was greater 
than that received from wheat in 1930, 1932, or 1933. The income 
received from chickens, eggs, and cattle and calves was lower in 1933 
than in 1932; the income from cotton was considerably above the 1932 
figure and only slightly below the 1930 income. 

Tabus 35. — Gbosb Farm Income from Ten Major Commodities, 1930, 1932, and 

1933' 


Commodity 1930 1932 1933 

Milk |*2, 030, 853, 000 $1,260, 424, OOOlfl, 262, 564 ,000 

Hogs ,349,658,000 538,023,000 618,604,000 

Cattle and calves. 951,480,000 502,472,000 489,171,000 

Eggs 661,414,000 358,856,000 344,803,000 

Cotton 659,032,000 397,295,000 633,266,000 

Wheat 410,635,000 176,617,000 280,044,000 

Chickens 382,211,000 240,583,000 206,920,000 

Truck crops 363,140,000 220,767,000 225,441,000 

Potatoes 259,071,000 114,405,000 222,932,000 

Farm gardens. .. . 213,568,000 210,142,000 219,085,000 


1 U.S. Department of Agriculture, Yearbook* of Agriculture, 1934 and 1935. 

Demand Factors. — Certain fundamental factors are affecting the 
demand for and the supply of agricultural goods. While the relatively 
rapid growth of the urban population has tended to increase the demand 
for agricultural products, the widespread use of the tractor, truck, and 
automobile has displaced large numbers of horses and mules. The sale 
of com, oats, hay, and other farm products used for feed has been greatly 
reduced as a result. The automobile and truck have displaced, according 
to some estimates, 10,000,000 horses and mules, thus eliminating the 
demand for feed stuffs from 40,000,000 acres of land. The low prices 
hides and leather reflect the effect of the reduced demand for haAass* 
The demand for wool and cotton has been curtailed owing to changes in 
fashion, chang ed habits of living, and competition of cloth made from 
other materials The population of the country is not increasing a& . 
so ft rate as it did prior to 1917. The European demand for our 
agricultural products seems destined to decline because of tariffs and 

I 
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competition from increased production in the surplus-producing countries 
of the world, i.e., Canada, Argentina, Australia, and Russia. 

The demand for agricultural products, in the aggregate, is large. 
These products are used on a large scale by industry as raw material and 
on a small scale by the ultimate consumer as food. Changes in dietary 
habits and in methods of dress and living have greatly affected the 
demand for many important agricultural products. 

There is a close relation between the density of population and the 
demand for farm produce. The stability of demand depends to a 
considerable extent upon the degree of prosperity among t 
population. When this group is steadily employed at a sa 
wage, it buys agricultural products in large quantities and is 
pay prices that are satisfactory to the farmer. The demand 
goods is, generally speaking, inelastic. 

The demand for some American agricultural products by foreign 
countries is normally large and important. This demand is influenced 
by a number of factors, e.g., domestic supplies which are affected by 
government bounties, quotas, embargoes, tariffs, preferential treaties 
with favored countries, and weather conditions; and the domestic 
demand which is influenced by political and economic conditions. 

During the period 1909-1932 approximately 18 per cent of the agri- 
cultural income was derived from exports; during the same period only 
5 per cent of our industrial income was derived from foreign sales. From 
1925 to 1929, inclusive, 56 per cent of our cotton, 21 per cent of our 
wheat, 40 per cent of our tobacco, and 10 per cent of our pork production 
were sold abroad. The physical quantity of exports of agricultural 
commodities in 1933-1934 was 30 per cent less than in the years immedi- 
ately preceding the depression. The proportion of our total exports 
enjoyed by the owner of agricultural products, however, increased from 
36 per cent in 1929 to 43 per cent in 1933-1934. Thus the foreign sales 
of non-agricultural goods seem to have declined more, relatively, than 
those of agricultural products. The decline in the exports of agricultural 
products was concentrated largely in dairy products and grain and 
grain products. The exports of dairy products declined to oife-fourth 
of the pre-depression figures, while the exports of grain and grain products 
declined to one-fifth of the earlier figure. The exports of cotton increased 
ou a relative basis, while the exports of fruits and vegetables experienced 
only* slight decline. The foreign sales of live stock declined an amount 
equal to the average of all farm products. 

The nature of our future agricultural exports, according to some 
estimates, will be changed from that existing in the pre-depression period. 
The exports of cotton and tobacco should retain their favorable position 
unless prices are raised so high through artificial control as to promote 




MA&KgTim AmimLftfBAL PmmCT&^ABIt CBOP8 y m 

foreign competition. Exports of fruits and vegetables are likely to 
expand. The foreign saleB of grains and dairy and meat products, it is 
believed, are not likely to reach their former relative position* 

Supply Factors. — Fundamental changes affecting the supply ride also 
have been taking place. The use of power machinery h as released 
millions of acres from the production of feed for horses and mules* The 
tractor, combine, and improved cultivating machinery are malrfog 
possible a larger scale of production with lower unit costs. Improved 
methods of breeding and feeding make it possible to produce more meat 
and dairy products per ton of feed. More products per acre can now be 
produced under improved methods of cultivation, fertilization, and 
seeding. There are more than 6,000,000 independent farmers in the 
United States; almost 2,000,000 American growers are competing with 
each other in the cotton markets of the United States and of the world; 
almost 5,000,000 farmers are competing with each other in producing 
corn. It has been estimated that our present already too large farm 
output could be doubled if all the 505,000,000 acres classified as improved 
land were intensively cultivated. 1 This situation presents a serious 
problem in land utilization. The following quotation makes this point 
clear: 

Improved farm income requires planned production and effective 
. . . Wise production planning must precede effective marketing. . . , ThS 
surest way to control an oppressive surplus is to prevent it. No marketing 
machinery can insure good prices and satisfactory income if the farmer plantl 
and breeds unwisely. The day is past when farmers can safely plan on the basis 
of current or last year’s prices or on guesses about the future. Planting and 
breeding operations should rest on the best possible size-up of the market outlook 
at home and abroad for a year or more to come. 2 

One of the committees appointed by President Roosevelt recom- 
mended in 1935 that 75,000,000 acres of sub-marginal land be retired 
from cultivation over a fifteen-year period. The government had 
secured options on 6,000,000 acres by the end of the first quarter of 1935. 
Much of the territory that suffered so extremely from the drought in 
1934 should never have been used to grow wheat. The high prices 
during the war period were responsible for the unwise extension of 
cultivation in this region. 

The land, live stock, and equipment used by the American farmer 
on January 1, 1918, had a value of approximately $43,000,000,00(1; by 

2 According to the 1935 Census of Agriculture “all land in farms” amounted to 
1*056,180,009 acres; the land and buildings had a value of $32,884,342,378 compared 
with $47,879,838,358 in 1930. 

* Statement by Federal Farm Board, Jan. 29, 1930. Quoted in “The Agricultural 
Outlook lor 1930,” U.S. Department of Agriculture , Miscellaneous Publication 
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January, 1920, the value had increased to $78,436,000,000, the all-time 
peak; the value then declined to $43,316,000,000 on January 1, 1932. 
His mortgage debt rose from $3,320,470,000 in 1910 to a peak of $9,468,- 
526,000 in 1928, then declined slightly to $9,241,390,000 in 1930 and to 
$8,500,000,000 in 1932. The total farm debt was estimated to be $12,000,- 
000,000 in the last year; this debt was nearly three times the total 
gross farm income for 1932 and approximately equal to the income for 
1929. The farmer’s taxes were 55 cents on each hundred dollars valua- 
tion in 1913; these increased to $1.50 by 1932. The farmer received 

26.5 per cent of the national income in 1870, 20.5 per cent in 1900, 

12.6 per cent in 1909, 12.5 per cent for the period 1921-1925, 10.7 per cent 

for the period 1926-1929, 7.8 per cent in 1932, and approximately 9.5 per 
cent in 1934. Agriculture has approximately 23 per cent of the gainfully 
employed people of the country and normally should receive about 14 
per cent of the national income. ' 

From 1929 to the spring of 1933 agricultural production in the 
United States declined only 6 per cent, but prices fell approximately 
63 per cent. During the same period the production of motor vehicles 
dropped 80 per cent, tires 70 per cent, and steel products 83 per cent; 
k but, because the production of these goods was brought more nearly 
in line with the effective demand, the price did not fall so far as that of 
ipricultural products. The production of agriculture was approximately 

f per cent less during 1933 and 1934 than during 1929, while prices 
farm products were about 40 per cent less than those of 1929; industrial 
production during the period was 40 per cent below the 1929 volume, but 
prices were only 15 per cent below. The Department of Agriculture 
estimated that there was a surplus of 50,000,000 acres capable of produc- 
ing crops far in excess of market requirements. The 1920 C ensue of 
Agriculture reported 6,371,016 farms; the 1930 Census reported 6,288,648 
farms; and the 1935 Census reported 6,812,049 farms, a substantial 
increase over the 1930 figure; the farm population was 30,257,000 in 
1929 and 32,779,000 on Jan. 1, 1935 — the largest in the nation’s history. 
The increase was due largely to an excess of births over deaths. There 
was a decline in the migration from the cities to the farms dining the 
year. It was found, for instance, that 783,000 people moved from the 
cities to the farms but 994,000 moved from the farms to the cities. 
A government report 1 states that this reverse movement “was probably 
the oembined result of a farm housing shortage, somewhat better employ- 
ment opportunities in non-agricultural industries, and the larger relief 
payments generally available to urban residents as contrasted to rural 
dwellers.” The following table indicates the cash and imputed income 
of . fanners and the amount remaining after the payment of expenses: 

* Survey published by the Bureau of Agricultural Economics, May, 1985. ■ 
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Table 36.— Income of Aoricultokb 


Year 

Total cash income 1 and 
value of products con- 
sumed on the farm 

Cash income* 

Net cash income 
after expenses* : 

1919 

$17,000,000,000 



1920 

13,500,000,000 



1921 

9,000,000,000 



1923 

The total cash income and 



1924 

imputed income varied 

$ 9,785,000,000 


1925 

between $11,000,000,000 

10,324,000,000 


1926 

and $12,000,000,000 

9,993,000,000 


1927 

during period 19251-1929 

10,016,000,000 


1928 


10,289,000,000 


1929 

$11,971,000,000 

10,479,000,000 


1930 

9,414,000,000 

8,451,000,000 


1931 

7,000,000,000 

5,899,000,000 

$2,074,000,000 

1932 

5,333,000,000 

4,328,000,000 

1,463,000,000 

1933 

6,250,000,000 

5,051,000,000 

2,525,000,000 

1934 

7,500,000,000 (est.) 

6,000,000,000 

3,300,000,000 

1935 






i Wilson, M. L. t Aasiatant Secretary oi Agriculture, canons 
revised wtim&U, for 1934 issued in August. 19SS, was *7.300.000,000 including rental and 
payments. Preliminary estimates for 1935 were $7,630,000,000 plus *480,000,000 benefit 

* From US. Department of Agriculture, Yearbook 1935. 

• Estimate* by Brookmire Economic Service. 

The wholesale value in 1929 of agricultural products used as raw 
materials was $1,195,026,300; the value in 1933 was $384,863,800, a 
decline of 67.3 per cent; the wholesale marketing expense was 2.9 per cent 
of the reported value for the former year and 4.7 per cent for 1933. The 
wholesale value in 1929 of agricultural products used as consumer goods 
was $5,808,111,000; the value in 1933 was $3,161,675,000, a decline of 
45,6 per cent; the wholesale marketing expense for this group was 8.6 

per cent in 1929 and 12.8 per cent in 1933. 1 

The farm income during recent years, however, has not h^n an 
adequate return for the farmer’s labor and invested capital. He has 
found hims elf at a relative disadvantage with other kinds of producers. 
Hie prices of agricultural products since 1928 have been low when 
compared with the prices of non-agricultural goods. The farmers 
dollar would not buy so much as the dollar of the manufacturer or of the 
city laborer. The farmer, as a consequence, wants a grater control 
over money — he needs a larger money return for his labor and 
in land, machinery, and live stock. This means higher prices for W* 

* As reported by C*um of American Businas, 
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products or lower costs of production or perhaps both. While he may 
increase his income through higher prices, he needs to decrease 
his outgo by securing lower rates of interest, taxes, and transporta- 
tion, and to reduce his capitalization, and his production and market- 
ing costs. 

The Agricultural Adjustment Act of 1933. — The conditions, briefly 
summarized above, constituted the background for the agricultural 
relief measures instituted in 1931. In 1933 the Agricultural Adjustment 
Act was passed. 1 The purpose of this Act was, in part, to increase 
agricultural prices and purchasing power, to raise revenue for extra- 
ordinary expenses incurred by reason of the emergency, and to provide 
emergency relief with respect to agricultural indebtedness. \ 

One of the objectives of the A.A.A. was to raise the prices of agri- 
cultural products to "parity,” the amounts per unit farmers mi^st 
receive before their products will have as great an exchange value as they 
did in the "parity years” 1910-1914. The parity price on September 15, 
1934, for wheat was $1.09 per bushel; for cotton, 15 cents a pound; for 
butterfat, 31 cents a pound; for hogs, $8.80 a hundred pounds; and for 
com, 79 cents a bushel. 

drop-adjustment programs, so called, were the methods used in 

1933- 1935 to limit production. Farmers were asked in 1933 to plant 
<enly 85 per cent of their average acreage for the period 1928-1932; for 

1934- 1935 the limit was placed at 90 per cent of the base acreage. Hogs 
and cattle were slaughtered under government direction to reduce the 
surplus supplies and to increase prices. The cost was financed by process- 
ing and compensatory taxes. Rental and benefit payments totaling 
$345,593,486 had been paid to cooperating farmers in the four major 
crops to October 1, 1934, by the A.A.A. Approximately $108,000,000 
additional, representing direct payments for hop, cattle, and sheep, 
was given to farmers in the drought areas.* Processing taxes equaling 
$495,366,429, including some minor taxes levied under the Adjustment 
Act, had been collected to the same date. Total payments for removal 
of surplus agricultural commodities from the drought areas equaled 
$133,301,378. Direct payments amounting to $108,000,000 were made 
to stock-owner farmers. 

,* This law and some other supporting legislation were declared unconstitutional 
during the early part of 1036. 

*Tbe government, in addition to making benefit payments, advanced money to 
farmers in the form of farm mortgage loans, short-term production loans, and loans to 
farmers’ marketing and purchasing cooperatives. The total amount loaned in 1938 
was 3787,000,000; in 1034 the amount increased to $1,830,000,000, an amount equal 
on the average to $5,000,000 for every day in the year. The laws and administrative 
orders affecting the marketing of agricultural products are being constantly changed. 
What the situation will be during 1036 and 1987 can only be guessed. 
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General Characteristics of the Supply Factors .— Agricultural products 
are by nature lacking in standardization and uniformity; they are mate 
or less perishable and bulky. These goods are produced by millions of 
small-scale farmers scattered over wide areas. The producing area is 
limited by climatic conditions, fertility of the soil, topography of the 
land, and the presence of suitable transportation facilities for carrying 
the produce to the area of demand. The volume of production varies 
from season to season with weather conditions, the ravages of disease, 
and the attacks of insects. 1 The big fluctuations in production of grains 
due to weather and other conditions was what Secretary Wallace had in 
mind when he proposed the “ever normal granary.” The purpose is to 
maintain a supply for emergencies that might arise. The acreage 
planted and the number of animals bred each year are determined, to a 
considerable extent, by the prices received during the preceding season 
and by the outlook for the coming season. The supply of agricultural 
products, with the exception of cattle, horses, and mules, is more elastic 
than the demand. Farming, generally speaking, is an industry affected 
with increasing costs or diminishing returns. 

The Personal Element, — It appears, however, that supply tends to 
expand more readily than to contract. The farmer finds it more difficult 
to control the volume of production than the manufacturer. Farming 
is a method of living as well as a method of making a living . The farm, 
is the home, a source of food, and it furnishes a “job.” The owner has his 
investment in land, buildings, live stock, and various forms of equipment. 
The overhead, including interest on the investment, taxes, insurance, 
and depreciation, continues whether the farm is operated or not. Labor 
costs, excepting those of the farmer and his family, are usually small. 

1 The United States wheat production for 1933 and 1934 represents vividly this 
situation. The yield was the lowest in thirty-seven years owing to severe adverse 
weather conditions. The winter wheat-crop yield was estimated at 340,000,000 
bushels against a five-year average of 590,000,000 bushels, and the spring wheat-crop 
yield at 174,000,000 bushels against a five-year average of 271,000,000 bushels. The 
carryover from the preceding year, however, was 386,000,000 bushels, the greatest 
in the histqjy of the country. The total supply of wheat in the United States for 1033 
was estimated at 900,000,000 bushels, as compared with 1,100,000,000 bushels in the 
preceding year. Domestic consumption for the 1932-1933 season was estimated at 
685,000,000 bushels. A large quantity was fed to animals owing to the low price 
and abundant supply. Prices went below 50 cents a bushel during the latter part of 
1032 and the first part of 1933. The drought of 1934 plus the reducing program ofthe 
A.A.A. changed the situation so rapidly that we had to go on an import basis with 
prices so high in this country that some agricultural products came in over the high 
tariffs. The wheat stocks reported on farms as of April 1, 1933, were 183,000,000 
bushels; by April 1, 1934, they had fallen to 116,000,000 bushels; and by 1938 they 
had reached the low figure of only94,000,000 bushels. The spring wheat crop for 1938 
was smaller than expected, owing to the rust. 
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The result is that the fanner continues to operate even though he does 
not earn a living wage, in the hope that the returns will be satisfactory 
“next year.” Such factors as the weather, insects, and disease always 
make any attempt at control uncertain. The large number of widely 
distributed farmers make concerted action difficult to secure. It is 
possible, however, that through a more scientific study of land utiliza- 
tion, through forecasting of consumer and industrial demands, and 
through cooperative organization and practice fanning may be brought 
to a fair degree of stabilization. 

The following quotation summarizes in an effective manner the pore 
important personal characteristics of the farmer and lists some o^the 
peculiarities of his business problems. 1 

, . . The farmer, leaving his job, also leaves his home. His job and his hope 
are together. Farming is a way of living as well as a way of making a living. 
The factory worker's home and job are separate. He can change his job without 
changing his home, or he can move even from one city to another by leaving one 
apartment and going to another. I do not minimize the difficulty for the city 
worker in this, and I do not wish to minimize the amount of it. But it is certainly 
nothing like so grave a problem as the farmer faces if he must abandon his home 
and his job. The training of the farmer is a far more complicated thing than the 
training of the factory worker. With modern mechanized production and mass 
production, with the minute subdivision of labor, a few months is usually sufficient 
for the mastery of the workman's factory job. 

The mastery of farming, however, is a matter of many years. The farmer 
is a business man as well as a laborer. He must know markets, both on the 
buying side and on the selling side. He must know how to deal with banks. He 
must know soils and seasons. He must know farm machinery and how to keep 
it in good order. He must know how to judge livestock and he must know the 
particular purposes for which one breed has advantages over another — what 
breeds, for example, will take on weight in the form of porterhouse and sirloin 
instead of breast plate. He must know fruits and poultry. 

The farmer, moreover, is not a solitary worker. The farmer and his family 
together work the farm. The farm and the farm family have grown together. 
The same family would not do so well on another piece of land, the peculiarities 
of which they do not know, and into the life of which they have not gipwn. The 
city worker, shifting from one factory to another, or even from one factory town 
to another, is still in a familiar environment. The farmer, however, who must 
shift from country to city, is going into a very unfamiliar environment. 

•The farmer as a class has been conservative. He has gloried in his 
independence and resented, if not regarded with suspicion, attempts to 
get him into some form of organization. The typical American farmer 
is intelligent, shrewd, energetic, and thrifty. The agricultural colleges, 
farm papers, and county agents have done much to spread sound technical 
^ From Vital Speeches of the Day, p. 283, Jam 28, 1935. 
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informatimi to the rural communities. Recently a large portion of 
the farmers has become more progressive and even aggressive. The 
cooperative movement is being regarded with a more sympathetic, 
attitude. The alert farmer has' oome to regard himself as a business 
man; he is beginning to think in terms of producing for the market and 
not merely of disposing of a small surplus, the excess above his own 
personal needs. He was, however, somewhat confused and startled 
when he finally grasped the full significance of the policies and practices 
of the A. A. A. It was the first time he had ever received “ something for 
nothing / 1 i.e., benefit payments for not working. 

PRODUCER M I DDLEM EN MARKET 



Cbabt VII. — The marketing of farm products 


Services, Agencies, and Methods— The method of producing agri- 
cultural products makes collecting necessary. The typical farmer dpes 
not produce in large enough quantities to secure the benefit of carload 
freight rates. The local shipper, the cooperative association, and other 
agencies nave been developed to perform this function. The distance 
of the producing areas from the consuming areas and the bulkiness and 
perishability of the product give rise to difficult problems of transporta- 
tion, storage, risk bearing, and financing. The lack of uniformity as to 
rise, quality, and the other attributes regarded as important by Ihe 
buyer makes necessary the establishment of standards and grades. The 
small volume of sales at any given time, the distance from the consumer, 
and the lack of adequate market, information and of familiarity with 
market organisation and practice 'make it necessary for the individual 
lamer to turn oyer to various middlemen (see Chart VII) the marimtUK 
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of the major ^output of agricultural products. He may sell directly to 
the consumer or industry, indirectly through the various middlemen, 
or by means of the cooperative association. 

Our study of the principal problems met in the marketing of farm 
products is simplified by classifying them under the two major headings, 
crops and animal products. Each group is further divided so as to 
secure some of the advantages of specialized treatment while eliminating 
some of the disadvantages of tiresome repetition. 

Classification of Agricultural Products 


1. Farm crops: 

o. Grains, e.g., wheat, corn, oats, rye, barley, rice, broom corn. \ 

6. Fruits and vegetables, e.g citrus fruit, bananas, apples, peaches, berries, 
potatoes, tomatoes, lettuce, melons. 

, c. Fibers, e.g., cotton, flax, hemp, jute. 

. * d . Miscellaneous, e.g., rubber, sugar, tea, coffee, copra, cacao, tobacco. 

2. Animal products: 

a. Live stock, e.g., hogs, cattle, sheep, horses, mules, poultry. 

b. Products derived from farm animals, e.g., milk, butter, cheese, eggs, silk, 

wool, mohair, honey. 

The Marketing of Farm Crops. — Farm crops are those agricultural 
products that result from the cultivation of the soil. These fruits of 
the land may be produced on small truck farms adjacent to great indus- 
trial centers, on large grain farms found hundreds of miles from the 
central markets, or on mammoth plantations and ranches thousands of 
miles from the major points of consumption. 

There are, in addition to the specialized types of farmers, thousands 
of agriculturalists engaged in mixed farming. That is, they produce 
several of the following: wheat, corn, potatoes, cotton, tobacco; own a 
fair-sized orchard, some poultry, a herd of hogs, some dairy cows, a flock 
of sheep or, perhaps, they may be feeding a number of steers. 

The map facing page 284 was prepared by the planning division of 
the A.A.A. to indicate the locations of the various types of fanning 
in the United States. The 13 regions and 100 sub-regions ar^ differen- 
tiated on the following bases: “relative variations in soil, climate and 
surface features; crops and livestock combinations; relative productivity; 
markets; relative income by source; and other minor factors.” 

The economic and social importance of the farm-crop group of 
agricultural products is indicated by Table 37, which gives the dollar 
value of farm crops for the nine-year period 1926-1934. 

The income was fairly stable for the years 1926-1929, inclusive. 
There were extreme fluctuations for the years 1930-1933, inclusive, which 
adversely affected the purchasing power and the standard of living of 
bulge numbers of fanners. 
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Table 87. — Gross Income from Farm Crops, 1926-1934* 


Year 

Dollar Value 

1926 

5,468,000,000 

1927 

5,817,000,000 

1928 

5,675,000,000 

1929 

5,421,000,000 

1930 

3,799,000,000 

1931 

2,748,000,000 

1932 

2,290,000,000 

1933 

2,876,880,000* 

1934 

4,782,626,000 (eat.) 

1935 



l XJ .8. Department of Agriculture , Yearbook 1935, p. 671. 

* The figure for 1933 doea not include $271,024,000 benefit payment on wheat, cotton, and tobacco 


Rather than analyze the marketing process for each crop coming 
from the farm, we shall, in most instances, select a typical product from 
the major groups, e.g., wheat to represent the grains, cotton to represent 
the fibers, and coffee to represent the miscellaneous group. Fruits 
and vegetables are discussed as a group. 

Marketing of Grains. — The grains, especially wheat, rye, barley, 
oats, rice, and com, are an important source of income for large numbers 
of farmers throughout the greater portion of the United States. Geo- 
graphic sections tend to specialize in the production of certain grains. 
Thus we have what are called the corn belt, the cotton belt, and the 
wheat belt. The last is divided into the winter and the spring wheat 
Tcgions. There are many states in which several of the grains can be 
profitably produced. Com, wheat, oats, rye and barley, for example, can 
be grown in a large number of states in the Mississippi Valley. There 
is a decided tendency, however, for the farmers to concentrate on the 
particular crop which offers the best chance for a satisfactory return. 
The economic importance of the grains is indicated by Table 38. The 


grains supplied 12.6 per cent of the average total farm income during the 
period 1924-1930. They accounted for only 9.8 peT cent oi the 
fenn income. Thi« reBect* the big decline 11 I 
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Tabid 87.— Gross Incomb man Fabm Chops, 1926-1934* 


Year 

Dollar Value 

1926 

6,468,000,000 

1927 

6,817,000,000 

1928 

6,676,000,000 

1929 

6,421,000,000 

1930 

3,799,000,000 

1931 

2,748,000,000 

1932 

2,290,000,000 

1933 

2,876,880,000* 

1934 

4,782,626,000 (est.) 

1936 



* U.8. Department of Agriculture, Yearbook 1935, p. 671. 

* The figure for 1933 does not include $271,024,000 benefit payment on wheat, cotton, and tobacco 

Rather than analyze the marketing process for each crop coming 
from the farm, we shall, in most instances, select a typical product from 
the major groups, e.g ., wheat to represent the grains, cotton to represent 
the fibers, and coffee to represent the miscellaneous group. Fruits 
and vegetables are discussed as a group. 

Marketing of Grains. — The grains, especially wheat, rye, barley, 
oats, rice, and com, are an important source of income for large numbers 
of farmers throughout the greater portion of the United States. Geo- 
graphic sections tend to specialize in the production of certain grains. 
Thus we have what are called the corn belt, the cotton belt, and the 
wheat belt. The last is divided into the winter and the spring wheat 
Tegions. There are many states in which several of the grains can be 
profitably produced. Corn, wheat, oats, rye and barley, for example, can 
be grown in a large number of states in the Mississippi Valley. There 
is a decided tendency, however, for the farmers to concentrate on the 
particular crop which offers the best chance for a satisfactory return. 
The economic importance of the grains is indicated by Table 38. The 
grains supplied 12.6 per cent of the average total farm income during the 
period 1924-1930. They accounted for only 9.8 per cent of the 1933 
farm income. This reflects the big decline in prices of grains like wheat. 


Table 38.— -Farm Income Received prom Grains 1 


Year 

Amount 

1927 

$1,592,000,000 

1928 

1,513,000,000 

1929 

1,297,000,000 

1930 

806,000,000 

1931 

488,000,000 

1932 

450,000,000 

1933 

506,000,000 

1934 


1935 



, The preliminary estimate for 1039 wu $700,000,000 plu* $239,000,000 i i benefit payment* 
t total of $939,000,000. 
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The steady decline in the income derived from grain during the 
period 1927-1932 reflects the unsatisfactory relation existing between 
supply and demand. Since wheat is grown for market by such a large 
number of farmers scattered throughout such a wide area, we shall use it 
to illustrate the marketing process applied to the grains. While the 
size of the corn crop, measured in bushels, is enormous, a relatively small 
proportion is sold in the raw state. 1 The major portion of the com crop 
is fed to hogs, cattle, and other animals on the farm and “marketed on 
the hoof.” i 

Characteristics of the Demand Factors for Wheat . — Wheat is purchased 
on a large scale by manufacturing concerns which use it as a raw material 


Table 39. — United States Demand fob Wheat 1 
(1,000 bushels) 


Crop year 

haginniny 

July 

U.S. produc- 
tion 

Carryover (in- 
cluding flour) 
June 30 

Im- 

ports 

Ex- 

ports 

Seed 

Disappearance 
for food. feed, 
and loss 

Weighted 
average 
price re- 
ceived by 
producer, 
cents 

1920-1921 

843,277 

101.143 

57,682 

373,003 

88,408 

458,292 

182.6 

1925-1926 

669,142 

114,703 

15.679 

111,089 

79,540 

502,805 

143,7 

1926-1927 

833,544 

131.423 

13,264 

222.340 

85,065 

522.683 

121,7 

1927-1928 

874,733 

132.884 

15,734 

209,002 

91,416 

588,588 

119.0 

1928-1929 

912,961 

260,266 

21.442 

166,914 

84,577 

555.530 

99.8 

1929-1930 

822,180 

311,458 

12,956 

156.294 

83,930 

543,720 

103.4 

1030-1931 

889,702 

332,846 

19,059 

134,345 

81,060 

684,468 

67.0 

1931-1932 

932,221 

391,605 

12,886 

139,458 

80,098 

666,792 

39.0 

1983-1933 

745,788 

400,505 

9,382 

44.690 

82.922 

618,668 

37.9 

1938-1934 

528.975 

295,799 

11,494 

39,801 

76,181 

529,193 

74.1 

1934-1935 

496.469 

290,000 (eet.)* 



75,476 


88.0 

1935-1936 

550 .000 feat.'i* 

156,000 (eat.)* 






Average U.8. annual pro- 




Average annual 


duction 1927-1931— 





domestic con- 


886,359 






sumption 








approximately 








626,000 



1 Compiled from U.8. Deportment of Agriculture, Yearbook of Agriculture, 1936, pp. 399, 403 
* Preliminary estimates published in newspapers. • 

It is used largely for the purpose of producing bread and pastry flours, 
breakfast cereals, spaghetti, macaroni, vermicelli, and other similar 
products. Some of these products require different varieties of 
grain, such as durum, hard red wheat, soft winter wheat, and white 
wheat 

, 1 The 1983 crop was estimated at 2,344,000,000 bushels. This huge amount, 
however, was 43.5 per cent below the five-year average. The 1934 crop of 1,372,000,- 
909 bushels was 41.8 per cent below the 1933 yield and was the smallest crop since 
1891. The declines for the two years were due to the droughts and the A.A.A. 
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The general demand for wheat in the United States during the period 
1920-1934 is indicated in Table 39. The importance of the foreign 
demand until 1932-1933 is clearly shown. There had been, as the table 
shows, a drastic decline in this demand from 1920 to 1929. The year 
1925-1926, however, marked the lowest point for exports until 1932-1933. 
This was due, however, to a small crop in the United States and to the 
high prices resulting. The annual domestic demand (indicated hr the 
columns headed Disappearance for food, feed, and loss, and seed) for 
wheat seems to be approximately 625,000,000 bushels for consumption 
plus about 80,000,000 to 85,000,000 bushels for seed. Any excess 
production above this amount normally must find a foreign outlet. It 



Chast VIII. — Relation between the world supply and the world prioe of wheat . 1 


was not until 1933 that our production fell below our domestic require- 
ments. The strength of the demand in relation to the available supply 
during the period is indicated in the column headed Weighted average 
price received by producer. The price for 1925-1926 accurately reflects 
the short crop for that year, while the prices received during subs^uent 
yearn just as vividly reflect the excess production until the droughts of 
1933 and 1934 and the activity of the A.A.A. so drastically reduced 
production. Chart VIII indicates the relationship existing, under more 
or less normal market conditions, between world supply of wheat aadjprhjfe. 

'From “P*ota about Wheat,” published by the A. A. A., 1935. 
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Wheat is said to have a world market. It is used extensively in 
North and South America and in Europe. Since wheat is manufactured 
into a staple food product, the demand tends to be inelastic, stable, and 
continuous. There is no appreciable seasonal, secular, or cyclical 
element present. The demand has grown with the development of 
industrial centers and the spread of western civilization. Wheat finds 
a strong competitor in rice in the Far East and in rye in certain sections of 
Europe. The United States consumes normally about 75 per cent of its 
own production for seed and manufacturing purposes; approximately 
60 per cent of the total crop goes out of the county where produced. 
Approximately 25 per cent was normally exported before 1930; toe 
foreign sales were made chiefly to European countries. \ 

The per capita consumption of wheat in the United States, appar* 
ently, has been declining for at least fifty years. The per capita con-' 
sumption of wheat flour originally was about 226 pounds; in 1914 it 
was 209 pounds; in 1919 it was 198 pounds; in 1921 it was 176 pounds. 1 
This decline is probably due to changed living and eating habits and 
customs. A short wheat crop in Argentina, Australia, or Canada 
greatly increases the demand for the wheat of the United States. 

How the foreign demand for wheat was affected by political action 
may be illustrated by the practice followed in France. The general 
tariff on wheat was raised from 19.6 cents a bushel in 1927 to $1.71 a 
bushel in 1933.* French millers normally used 30 per cent of foreign 
hard wheat to mix with the native soft wheat. The government, 
however, established quotas which reduced the amount to 3 per cent, 
then to 1 per cent, and, finally, in 1933 an emergency measure was 
passed which permitted none. These drastic actions by the French 
government were taken to reduce their own surplus which had developed 
because of their practice of fixing prices to be paid their own farmers. 
The price of wheat, for example, was $2.38 a bushel on August 1, 1934, 
when Argentine wheat was selling in Liverpool at approximately 75 cents 
a bushel. The plan, which placed no restriction on production, of 
course, only led the farmers to increase production, thereby intensifying 
the emergency.* * 

The Supply Factors . — Wheat is relatively non-perishable when certain 
simple precautions are taken. The greatest risks of loss come from 
water and vermin. Compared with many agricultural products, wheat 
is ndt bulky. A 1,500-bushel carload of wheat at $1.20 a bushel repre- 

1 The avenge per capita consumption of cereal products was 228 pounds for die 
period 1920-1924, 229 pounds for 1925-1929, 221 pounds for 1930-1933, and 228 
pounds for the entire period 1920-1933. Regional Problems, op. eft., p. 8. 

. . ’The tariff in Germany was reported as $3.85 a bushel in 1934; in Italy, $1.7$ a 
bushel. 

* Economic Conditions, National City Bank, January, 1935. 
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seats a value of 11,800. The variety of wheat, i.e., hard red spring, 
durum, white, hard red winter, or soft red winter wheat, 1 is controlled 
by the producer in his choice of seed. The quality, however, depends 
so much upon the forces of nature that the crop when harvested may 
represent several different grades. It is necessary, therefore, to grade 
the grain to meet the needs of the market. 

Wheat is grown as an independent product, sold in bulk according 
to grade, and is unidentified as to producer. The superiority of wheat as 
a source of flours for bread, pastries, and similar food products is so 
great that there are no serious substitutes in the great consuming areas. 


Table 40. — Wheat Supply 1 
(Millions of bushels) 


Crop year 

World pro- 
duction ex- 
cluding China 

u.s. 

Canada 

France 

Russia 

India 

B 

Aus- 

tralia 

1910-1911 

1 '' 

635 

132 

253 

836 

360 

146 

95 

1916-1916 


1,026 

394 

223 

827 

377 

169 

179 

1920-1921 

3,288 

843 

263 

237 


WrTM 

156 

146 

1925-1926 

4,165 

669 

395 


785 

331 

191 

115 

1926-1927 

4,409 

834 

407 

232 

914 

Wm 1 

230 

161 

1927-1928 

4,468 

875 

480 

276 

797 

335 

282 

118 

1928-1929 

4,800 

913 

567 

281 


291 

349 

160 

1929-1930 

4,264 

822 

305 

337 

694 

321 

163 

127 

1930-1931 

4,836 

890 

42i ; 

228 

989 


232 

214 

1931-1932 

4,608 

932 

321 

264 

786 


220 

191 

1932-1933 

4,557 

744 

443 | 

334 

744 


241 

214 

1933-1934 

4,692 

529 

270 

362 



286 

175 

1934-1935 (prelim.) 
1934r-1935 

3,423* 

496 
550 f 

275 

332 



349 

252 

i 

< 

137 


1 Adapted from U.3. Department of Agriculture, Yearbook 1935. 
* The Runaian production is not available for 1934-1935. 
t Preliminary estimates published in the newspapers. 


The products manufactured from wheat are, generally speaking, regarded 
as necessities. 

This World supply of wheat is indicated in Table 40. China is omitted 
from the table because reliable statistics are not available. Tim big 

1 For a description of the various classes of wheat consult UJS. Department of 
Agriculture, Yearbook 1921, pp. 122 if. 

Our exports of wheat and flour declined from an annual average for thcaperiod 
1925-1929 of 192,000,000 bushels to an average of only 39,000,000 bushels for 1938- 
1934; all grains, other than wheat declined from an annual average of 2,784,000 tons 
to only 522,000 tons for the same periods. During the first seven months of 1985 
the United States imported $40,893,906 worth of grain of all kinds and 714,104 
pounds of wheat flour; more than 23,000,000 bushels of com were imported duriag 
dm same period. 
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production of Russia is relatively unimportant at present from a market- 
ing point of view. This country enjoyed a phenomenal increase hi 
production in 1833-1934. The United States is second only to Russia in 
volume of production. The United States is not, however, so important 
as a source of supply for foreign countries as Canada, Argentina, and 
Australia. This is due to the fact that our ever-increasing population 
consumes so much of our domestic production. We, in fact, import 
under normal conditions substantial amounts of special kinds and grades 
of wheat for blending purposes. The effect of the war stimulation on 
production in the United States is reflected in the big output for 191&- 
1916. Production in the European countries increased, according^ to 
some estimates, by more than 350,000,000 bushels from 1927 to 1933, 
while consumption declined 200,000,000 bushels. \ 

The Method of Production. — A large volume of wheat is produced 
under small-scale methods by millions of farmers in Western Europe 
and Russia, North America, Argentina, Southeastern Asia, and Australia. 

The post-war development of the tractor, power combine, and seeding 
machinery that will seed 125 acres a day has made possible a scale of 
production not dreamed of only a few years ago. The production 
period varies from ten months in the case of winter wheat to five months 
for spring wheat. The winter wheat crop of the United States is har- 
vested in the summer. While wheat is harvested some place on the 
earth’s surface almost every month in the year, the production for any 
given section is highly seasonal. The wide geographical distribution 
of the producing areas and their distance from the consuming centers, 
as well as the seasonal element in production, make an elaborate organiza- 
tion for concentrating, transporting, storing, financing, and risk bearing 
necessary. 

Increased production at a lower unit cost through the addition of 
successive units of labor and capital to a given number of acres of land 
law serious limitations. European countries have been able to increase 
the number of bushels grown on an acre by the use of commercial fer- 
tilisers and intensive methods of cultivation. Their increased cost of 
production is partially offset by their nearness to the consumer market 
and the high transportation costs paid by the grain coming from the 
virgin lands in the less densely populated regions of the world where an 
extensive method of cultivation is practiced. The tariffs, bounties, and 
quotas also aid the European farmers in overcoming the handicap of 
higher costs of production. 

- . The Producer. — The wheat grower as a producer has shown, recently, 
a high degree of progressiveness in his willingness to adopt improved 
meth ods of production. He has an independent attitude in d e a ling with 
political, social, and economic problems. It is only recently that he 
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has begun to evince a friendly attitude toward the cooperative movement. 
The wheat farmer is forced to operate under great handicaps. When he 
bows his grain, he does not know how many acres other wheat fanners 
are sowing; neither does he know what the weather will be and how it 
will affect the final yield. He is not familiar with marketing practice, 
and usually he does not possess enough market information to form a 
sound judgment as to when is the best time to sell. His time is so taken 
up with production problems that he has, in the past, given little thought 
to the problems of marketing. Many farmers, because of their limited 
financial resources, find it necessary to sell the grain as soon as it is 
harvested so as to pay off their current obligations. The development 
of the cooperative association seems to offer a way out of some of these 
difficulties. 

The accumulation of large surpluses and the declining demand from 
foreign countries led the federal government in 1933 to propose a plan, 
to be administered on a cooperative basis, for reducing the wheat surplus 
and to raise the price. Almost 800,000 wheat producers operating 
approximately 577,254 farms 1 were organized into 1,328 voluntary 
cooperative associations. The average number of acres 'seeded to wheat 
during the three-year period 1930-1932 was about 66,000,000. Domestic 
needs could be supplied, according to estimates made by the A. A. A., 
from 50,000,000 acres. The then-existing foreign demand could be 
supplied from 6,000,000 to 8,000,000 additional acres. The plan finally 
worked out and agreed upon called for a reduction in wheat acreage. 
The objective was to adjust the supply of wheat to the demand. The 
essential features of the program, as it was finally established, were 

(1) A return on that portion of the crop needed for domestic human consump- 
tion which will give that portion the exchange value it had in the pre-war period 
1909-14. This portion has been found to be 54 per cent of the average production 
during the base period 1928-32. 

(2) Agreement of cooperating growers to regulate plantings within limits 
determined by the Secretary of Agriculture. These limits are designed to provide 
for domestic needs, adequate reserves, and any likely export demands. 

(3) »Pro vision that each cooperating grower should plant at least 54 per cent 
of his average paBt acreage, this amount being deemed necessary, with average 
yields, to meet domestic food requirements. 

(4) Financing of the program through a processing tax on the wheat milled 
for domestic consumption. 

(5) Voluntary acceptance of the plan by farmers. • 

(6) Benefit payments made to cooperating fanners independent of the market 
proceeds from the sale of their crop, thus providing partial crop-income hunitam . 

(7) Decentralized administration through county wheat associations. 

1 In 1929, 1,208, 091 farms were growing wheat; many of them were small and 
widely scattered. r 
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(8) Coordination of the domestic program so far as possible with the Inter* 
national Wheat Agreement. 

The average total acreage seeded to wheat in the United States in the period 
1930-32 was 65,958,000 acres. Of this area 78 per cent, or 51,400,000 acres, was 
brought under contract. Growers were authorized to plant, for the 1934 crop, 
85 per cent of the base acreage, 1 or 43,690,000 acres. The acreage authorized 
for the 1935 crop was increased to 90 per cent of the base acreage, or 46,260,000 
acres. 2 * 

Total adjustment payments on the 1933 crop amounted to about 
898,600,000 and it was estimated that the wheat growers received ab6ut 
$101,600,000 on the 1934 crop. This represents a payment of 29 centfe a 
bushel on farm allotments totaling 350,345,000 bushels. The farmersW 
South Dakota received only $316,000 in cash from the sale of their whe^t 
in 1933, but they received about $5,000,000 in benefit payments, dr 
sixteen times as much cash as they received from the sale of their wheat\ 
A number of other states benefited greatly from payments made pursuant 
to the 1934 drought. 

The plan is financed by a processing tax of 30 cents a bushel on the 
milling of wheat. This tax was in effect from July 9, 1933 to January 6, 
1936, when the act was declared unconstitutional. The revenues 
collected to June 30, 1934, amounted to approximately $117,621,000. 
The amount of the tax was determined by the Secretary of Agriculture 
on the basis of what he thought was necessary to bring the price of wheat 
to parity or to its fair exchange value. 

Methods of Selling Wheat — The major portion of the wheat crop is 
sold either by the indirect method or through cooperative associations. 
A comparatively small portion is sold direct by the farmer to millers, 
feeders, and retailers. The typical method is for the grower to sell 
to an elevator* located in a near-by town. The local elevator sells, 
through commission men located in the central markets, to millers, 
exporters, speculators, and wholesale wheat merchants. 

The fanner may sell his grain at harvest time, or he may think that 
prices will advance later and so decide to store his crop. 4 He may 
store the wheat on the farm if he has suitable space and does not have 

1 The “base acreage 1 ’ apparently was 51,400,000 acres. This is not made quite 
dear in the quotation. The plan was changed in 1935 so as to permit the farmers to 
seed 95 per cent of the base acreage for the crop year 1935-1936. 

* "She Facts about Wheat,” Agricultural Adjustment Administration, Commodity 
ItdormtOion Ser pp. 4 ff. f 1935. 

1 The farmer may sell also to buyers sent out by the large terminal elevator 
companies, so-called track buyers, and to scoop shovelers. 

4 The fanner of the Pacific Northwest frequently stores his wheat at harvest hi 
the local elevator and sells later. The wheat grower of the Central West more fro* 
quentiy sells at the time of thrashing or stores on the farm. 
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time when he thrashes to transport it to the local market. Frequently, 
however, the grain is hauled to the local elevator where it is graded, 
measured, and stored at the rate of to 1 cent a bushel per month. The 
farmer can then sell whenever he desires. He retains, during the storage 
period, the risks incident to changes in price. 

The Services Necessary and the Agencies That Perform Them,— 
Wheat, when bought by the local elevator, is inspected, graded, weighed, 
priced, paid for, stored, and perhaps cleaned, conditioned, and mixed, and 
later loaded into box cars and shipped to some terminal market or export 
point. 

Wheat, as it comes from the farm, usually lacks uniformity in quality, 
so it must be inspected by the purchaser to determine its condition. It 
may be chaffy, damp, musty, contain much dockage, or be infested with 
vermin. There are six classes of wheat: durum, hard red spring, hard 
red winter, soft red winter, common white, and white club. When one 
of the classes has more than 10 per cent of another mixed with it, it is 
designated as mixed wheat. The hard wheats have sub-classes based 
on color and texture of kernels, i.e., whether they are dark, hard and 
vitreous, or yellow, mottled, and starchy. 

More and more weight is now being given to the protein content 
since specialized bakers are willing to pay a premium for wheat having 
a high protein content. 

Each sub-class of wheat is divided into grades designated as No. 1, 
2, 3, 4, and 5. The particular grade of any given sample depends 
upon the test weight per bushel, moisture content, percentage of damaged 
kernels, cleanliness, and condition. 

Wheat may be inspected at designated concentration points or at 
terminal markets. The inspectors are hired by boards of trade, chambers 
of commerce, and the grain-inspection departments of some of the states. 
They are licensed by the U.S. Department of Agriculture and use the 
federal standards. When a carload of grain arrives in the central market, 
it is put on the “sampling tracks.” The samplers, working under the 
direction of a yard foreman, visit the cars and take representative 
samples by which the grade is determined. 

The price received by the farmer from the local buyer is the result 
of a certain amount of bargaining. The alert fanner is very much 
interested in the testing of his wheat to determine the grade, amount 
of dockage, and the net weight. The price he finally receives tends 
to be the terminal market price for the same grade less the cost of tranch 
portation to the terminal market plus the gross margin of the local buyer. 
The gross margin includes the profit of the buyer and all of his operating 
expenses, such as labor, cost of operating the machinery, interest <mhii 
investment, depreciation, taxes, and insurance, ' yi 
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The local grain merchant may hold the grain in his elevator, waiting 
for an increase in price, 1 sell it immediately in the central market, or sell 
contracts for future delivery on the board of trade and thus reduce his 
risk of loss from a fall in price before he can ship his purchases to the 
central market. When he sends the grain to the central market, he 
may sell it on consignment through a commission house or sell it direct to a 
merchant or manufacturer. 

Grain received on consignment is offered for cash sale on the basis of 
official samples displayed on the floor of the grain exchange. The 
so-called grain commission merchant is in reality an agent of the country 
shipper and does not take title to the product. The services performed 
by this agent, however, may be quite extensive. He may help finance 
the seller by advancing a large proportion of the payment before the 
wheat is actually sold; he may buy and sell futures to protect his client; 
he may supply valuable market information; arrange for cleaning add 
conditioning the wheat in the central market; and see to it that his 
client receives fair treatment with reference to inspection, grading, and 
weighing. The commission house secures its business from the local 
shippers through mail and personal solicitation, offers of liberal financial 
assistance, and by furnishing prompt and special market information. 

The country shipper sells much grain directly to the terminal elevator 
companies. 2 These firms constitute an important factor in our market- 
ing organization and perform valuable services. Since wheat is harvested 
in the United States during only a few months of the year and is con- 
sumed throughout the year, the performance of the storage function is 
necessary. The aggregate storage capacity of commercial elevators 
at the major terminal markets is reported to be in excess of 260,000,000 
bushels. Approximately 35 per cent of this capacity is owned by the 
railroads, while 80 per cent of the space is operated by private dealers in 
grain. 9 Other services performed by the terminal elevator are the 

1 Because of the lack of storage capacity, especially during the harvest season, and 
uncertain financial resources, the typical merchant has to keep his grain moving 
toward the central market. 

1 The wheat may be sold, on the basis of grade, f .o.b. cars at country station. 
That is, the carload is bought “ on track,” the purchaser to pay the cost of transporta- 
tion to the terminal market and to assume the risks of ownership. Another way of 
gelling is the “to arrive” sale. Under this method of sale the seller pays the trans- 
portation costs. 

1 There axe, in addition to the commission merchants and the large elevator oom- 
paniA, two other rather important middlemen in the terminal market: (1) the inde- 
pendent shippers, who buy from commission inen and terminal elevator companies and 
oeQ to mills, manufacturers, and exporters; (2) the cash grain broker , who buys on 
orders from millers, converters, exporters, and others; or he may aid the elevators, 
commission men, and others in finding suitable buyers for their commitments* Bis 
primary function is to bring buyer and seller together. He has nothing to do with 
the handling of the grain and assumes none of the risks involved in making payment 
and delivery. 
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transferring of grain from one transportation vehicle to another — as from 
a car to an elevator, then to a ship or car for further transportation; 
cleaning and conditioning the grain, i.e., (hying, bleaching, cooling, 
screening, and mixing. Mixing may be practiced to meet the needs of 
the millers or to combine a small portion of high-grade wheat with a 
large portion of lower grade so as to produce a grade that will sell at a 
greater profit. 

The movement of grain from the farm to the terminal elevator is a 
part of the concentration process. The flow of grain out of the terminal 
market to the final points of manufacture is the beginning of the disper- 
sion process. The large elevator companies sell their grain to the millers, 
exporters, and foreign importers. While the development of cooperative 
marketing will not change the kind of services to be performed, integra- 
tion will bring about some changes in the type and the grouping of 
the functionaries that perform the services. 1 

Wheat Market Centers . — The largest flour milling center in the 
United States in 1934 was Wichita, Kans., and the second was Buffalo, 
N.Y. Liverpool, under normal conditions, is the price-determining 
wheat market of the world. The Chicago market is the leading market 
in the United States. The Chicago price normally is 15 to 20 cents 
below the Liverpool price. The Chicago prices, however, have been 
above Liverpool since February, 1933. On October 15, 1934, the 
Liverpool price was 72 cents, while the Chicago price was 88.5 cents. 
Under normal relationships the Chicago price would have been about 
60 cents a bushel. 

Who Pays a Processing Tax ? — According to some estimates, the 
processing tax on wheat resulted in a 5 per cent increase in the price of 
bread. The per capita burden was somewhat less than $1 a year; few a 
family of four this would amount to between $3 and $4 a year. Who 
pays a processing tax depends, to a considerable extent, upon market 
conditions. When there are extensive surpluses the tax is quite probably 
paid by the farmer in the form of lower prices received for his products. 
When there is a deficiency in supplies, the consumer quite probably 
bears th% major burden of the tax. If and when the retail price readme 
a point where the consumer reduces his purchases of the particular 
commodity and begins to substitute other products, the volume of sales 
re m a ins stationary or declines. Under such conditions the burden may 
be distributed in some unknown and probably constantly changing 
proportion among producers, processers, and consumers. The wheat tax 
was of material benefit to the farmers who received the proceeds. The 
objection is that it was a form of sales tax and was regressive in effect; 
*\e,, it fell with greater force on the low-income group than on the higher 

* For a discussion of marketing agricultural products by Farmers’ Ooopemtivo 
Organisations, see Ohap. XIX. 
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income group because the tax was based on the consumption of necessities 
rather than on ability to pay. 

Costs of Marketing Wheat . — The fanner receives, according to the 
Federal Trade Commission, 77 per cent of the price paid by the miller 
for the wheat and 13 per cent of the price paid by the consumer to the 
baker for the bread made from the flour of the wheat. The spread 
between the price per bushel received by the fanner from the country 
elevator and that paid by the miller to the terminal market middlemen 
is indicated by the following Federal Trade Commission figures: 


Table 41. — Costs or Marketing Wheat 


Cost items 

Five-year 

average 

1912-1913 

to 

1916-1917, 

cents 

1919-1920, 

cents 

Middlemen: 

Country elevator margin 

6.05 

11.93 

Terminal elevator margin 

7.58 

6.96 

Transportation costa 

11.08 

14.31 


Total 

24.71 

33. 20 


The cost of marketing Canadian wheat by the wheat pool in 1931 
equaled approximately the price received by the grower from the country 
elevator. The Liverpool price was 74 cents a bushel ; the cost of moving 
the wheat from the country buyer who paid the grower 37.75 cents 
a bushel was 36.25 cents a bushel. The transportation costs alone 
accounted for almost fifteen-sixteenths of the total farm cost. 

The Major Problem . — The major problem met in marketing wheat 
results from the uncertainty of the volume of supply. The millions of 
widely scattered small-scale producers make concerted action with 
reference to control of production extremely difficult, if not impossible. 
The influence of weather conditions and insects upon the volume and 
quality of the product finally harvested presents another serious difficulty. 
Long-term weather forecasting, if and when it becomes reliable, offers 
some hope. Since the demand for wheat is comparatively inelastic, 
the^nice paid to the farmer varies widely with the amount of production. 
It has been estimated that a world wheat crop 10 per cent below normal 
raises the Liverpool price 11 to 15 per cent, while a world crop 10 per cent 
above normal depresses these prices 9 to 12 per cent. A wider variation 
from the normal in the volume of production would probably cause a 
much greater variation in price. During the crop year 1924-1925 
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the relatively small world supply of only 3,500,000,000 bushetesold atr ' 
pn average price of $1.76 a bushel. The 1931 crop equaled approxi- 
mately 4,500,000,000 bushels and brought an average price of only 
54 cents a bushel. This low price was due to a combination of adverse 
factors, viz., excess supplies, depressed business conditions, and chaotic 
international trade relations. 

The determination of the best time to sell is an important administra- 
tive problem. The common practice is for farmers to sell their grain at 
harvest time; when prices appear weak, there is a tendency to rush the 
wheat to market before the price goes lower. “Orderly marketing” has 
been advocated as a remedy for this difficulty. This plan, if it could be 
effectively administered, would prevent gluts and distress selling. The 
expected benefits from orderly marketing in any one country, however, 
may be nullified by “disorderly” marketing in other parts of the world. 

The rapid growth of cooperative associations 1 under government 
leadership promises to furnish a means for securing orderly marketing 
and, perhaps, for establishing better control over the acreage seeded. 
The organization of cooperative selling machinery in the central markets, 
as well as in the country markets, may reduce the costs of marketing to 
some extent. It appears certain, however, that the farmer, under the 
cooperative system, will become a more skillful producer, and he will 
have the benefit of reliable market information and skillful guidance in 
selling. 

Marketing Fruits and Vegetables. — There are so many individual 
differences in this classification of farm crops as to characteristics of the 
products, methods and conditions of production, location of producing 
areas, demand, and methods of marketing that no specific commodity 
can be used as a typical illustration. There are, however, certain general 
characteristics and methods that are more or less common to all; conse- 
quently, we shall discuss the marketing of fruits and vegetables in general 
and use specific instances for illustration when desirable. 2 

Characteristics of the Demand for Fruits, Nuts, and Vegetables . — The 
importance of fruits, nuts, and vegetables in our national economy |s 
indicated in Table 42. The demand for these commodities does not 
fluctuate so much as the figures in this table indicate. Since they are in 
terms of dollars, a considerable portion of the decline since 1929 is due 

1 A British writer estimated that more than SO per cent of the wheat shipped to 
Great Britain from Canada is controlled by the Canadian Wheat Pool. The Aust*** 
Han pools handle about 50 per cent of the wheat going to Britain. Two foreign firms 
are said to control 60 to 70 per cent of the Argentina wheat sales to Britain. A. E , 
Hurst, The Bread of Britain. 

1 The general discussion given here should be supplemented by some of the exeel* ^ • 
lent studies on the marketing of individual products, published by the UiJ, Depart* 
inent of Agriculture, state colleges of agriculture, and individual students. ■ ■? 
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*%6 the fell in prioes. This class of farm crops furnished 15.3 per cent 
of the average total farm income for the period 1924-1930. The per- 
centage for 1933 was, however, 19.4. Fruits, nuts, and vegetables did 
not feel the effects of the depression to so great an extent as did the 
grains, livestock, and cotton. 

Table 42. — Gbobs Income from Farm Production or Fruits, Nuts and 

Vegetables 1 


Year 

Gross Income 

1924 

$1,624,000,000 

1925 

1,876,000,000 

1926 

1,787,000,000 

1927 

1,752,000,000 

1928 

1,672,000,000 

1929 

1,838,000,000 

1930 

1,510,000,000 

1931 

1,183,000,000 

1932 

934,000,000 

1933 

1,123,000,000 

1934 

1935 



1 U.S. Department of Agriculture , Yearbook 1935. Preliminary estimate for 1935 was 91,225,000,000. 

The demand for fruits and vegetables is large in volume and wide- 
spread in distribution. The consumption of these agricultural products 
in both the fresh and processed 1 forms is growing rapidly. The produc- 
tion of spinach, for instance, increased 600 per cent from 1918 to 1934. 
Changes in our method of living have banished the city vegetable gardens 
and fruit trees; the large vegetable cellars have become obsolete; while 
the rapid growth of cities and the great publicity given to the healthful 
properties of fresh fruits and green vegetables have increased the demand. 

The consumer now wants his fruits and vegetables throughout the 
year. The consumer has been led to believe that spinach, head lettuoe, 
oranges, prunes, tomatoes, and many other fruits and vegetables possess 
valuable health-giving minerals and vitamins. The high prices that 
have to be paid for some of these products during the winter months pre- 
vent many people from satisfying their wants with the fresh varieties. 
They then turn to the canned supplies. The demand is typically small- 
scale and quite elastic during the heavy producing seasons for those 
products that can be processed by the housewife. The demand for other 
products becomes inelastic after the market has been well supplied at tire 
customary price. Additional supplies can be moved only at a consider- 
able reduction in price. 

‘ Fruit* and vegetables are processed in many different ways. They may be 
packed, dried, pickled, preserved, or made into juices, Jetties, vinegars, and other 
varieties el manufactured goods. 
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. Different parte of the country may have different taste? and customs. 
One variety of Apple, peach, or potato will find great favor in one section, 
While another variety will be the favorite in another city. Many of 
the fruits and vegetables compete with each other. Oranges, grapefruit, 
and tomatoes are competitors; head lettuce and spinach compete with 
each other. Buyers are particular about quality when there is a large 
supply of a given product. The demand for some fruits and vegetables 
is influenced by weather conditions. The sale of melons, especially 
watermelons, is greatest in hot, dry weather; cool, rainy weather greatly 
reduces the sale of both melons and lemons. 

The major demand for fruits and vegetables is found in the large 
industrial centers of the country, as is indicated by the following data: 
New York unloaded 125,500 carloads of these products; Chicago, 64,410; 
Boston, 36,839; and Philadelphia, 34,121, during 1928. Detroit and 
Pittsburgh were fourth and fifth, respectively, in the number of carloads 
received. The demand for fruits and vegetables is indicated by tire 
number of “unloads” of the various commodities in car lots at sixty-six 
leading markets in 1934. 



Characteristics of the Supply Factors . — Fruits and vegetables as a 
class are bulky, although the individual writs are frequently quite small. 
They are by nature highly perishable. This characteristic feature 
dominates the entire marketing process. Specialized facilities for 
transportation, such as refrigerator and heated cars, fast trains, and 
cold-storage plants, have been developed to meet this difficulty. These 
products, in common with other agricultural products, come from the 
held and tree in many different sizes, shapes, colors, flavors, degrees of 
maturity, and other qualities. This condition makes grading highly 
desirable, Weather and soil conditions affect quality as well as quantity 

af production. 
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Fruits anc^vegetaWes are produced under both sAll- and fairly 
large-scale methods. The development of the refrigerator car made 
possible the marketing of the products of the South in the North. The 
cheap land and labor available in the South, together with favorable 
climatic conditions, made possible lower costs of production with the 
result that there was a great development of the industry in the South 
and the West. 

Sources of Supply. — California, for the year 1928, shipped 184,225 
carloads; 41.9 per cent was transported more than 3,000 miles to market, 
and 35 per cent was carried by rail between 2,000 and 3,000 miles. 1 
Florida produced 57,895 carloads, and about 85 per cent traveled between 

1.000 and 2,000 miles. New York and Chicago secured their supplies 
of fresh fruits and vegetables from no less than 43 states. The smaller 
cities, such as Akron, Youngstown, and Terre Haute, received their 
fruit supply from as many as 38 states. While practically every state 

, shipped some fruit or vegetable to one or more of the 66 largest markets, 
71 per cent of the total number of cars unloaded in these terminal markets 
came from 9 states. 2 California, Washington, and Arizona shipped to 
all of the major consuming centers. 

It should be kept in mind that these figures on car loadings do not 
include the large amount of produce that reached the markets by trucks. 
It is estimated that 90 per cent of the market crop of potatoes in Pennsyl- 
vania moves by automobile or truck (1930-1931); 57 per cent of the 
western New York crop was transported by truck in 1928. Thirty-six 
per cent of the potatoes produced in the thirty-five late-potato states 
were shipped in carload lots during the five-year period ending with 
the 1926 season. Of the 1926 potato crop, 35.5 per cent was shipped 
in carload lots and 28.7 per cent by motor truck and l.c.l. lots. It was 
estimated that almost 16 per cent was used as food on the farm, slightly 
more than 9 per cent was used for seed, and the remainder was unfit 
for food or seed. Potatoes are grown in considerable quantities in every 
state in the Union. About 37 per cent of the farms in the countty 
produced potatoes in 1925. The preliminary estimate of the probable 
planting for 1934 was 3,303,000 acres with a probable final harvest of 

385.287.000 bushels. 

The major sources of supply for some selected commodities are given 
to illustrate the diversity of geographical area involved. Georgia and 
Flqrida, for example, produce half of the national watermelon supply. 
Texas, Florida, and California produce more than half of the commercial 
tomato crop that reaches the markets in carload lots. Maryland ranks 

1 The relative positions have not changed materially since 1928. 

* These states were California, Florida, New York, Washington, Virginia, Maine, 
Georgia, Texas, and Idaho. Chicago Sunday Tribune, Oct. 6, 1929, 
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first in the production of canning tomatoes. M$re than.514,000 acres 
were planted in tomatoes in 1934. The strawberry supply comes on 
the market in four periods, vis., the early, second early, intermediate, 
and late crops. The supply moves northward with the season from 
Alabama, Florida, Louisiana, and other southern states to Michigan, New 
York, Wisconsin, and other northern states. Approximately 197,000 
acres were cultivated in 1934. Texas and Virginia are the leading 
spinach-producing states. 

The season for the shipment of celery starts in October in northern 
California. The shipments reach the peak in December for this part 
of the state. The shipping starts in January and reaches its peak in 
March in southern California. Florida begins shipping in December and 
reaches its peak in April. Michigan celery comes to the market during 
the summer months. New York ships its major supply from August to 
December. These four states grew four-fifths of all celery produced in 
1934. Shipments from various states usually overlap. Some of this y 
overlapping is due to weather conditions. The money received by the 
growers for the 1934 celery crop was approximately $10,500,000; for 
1931 the returns amounted to $17,000,000. 

Wisconsin is the leading state in the production of peas for canning 
purposes. This state furnished approximately 43 per cent of the com- 
mercial supply in 1934. All the planting in the United States totaled 
250,370 acres for the year. Texas, Michigan, and Indiana are the leading 
onion-producing states; California and Arizona lead in the production of 
lettuce; California, Arizona, and Colorado are the chief cantaloupe-pro- 
ducing states; California and Texas are the leading sources of supply 
for carrots; New York, Texas, and Wisconsin produce two-thirds of the 
cabbage crop that moves in carload lots; Washington and New York 
produce more than half the commercial apple crop. California, Georgia, 
and North Carolina are the leading states in the production of peaches. 
California alone, however, furnishes more than half the commercial crop. 
The total production for the entire country equaled approximately 
45,404,000 bushels in 1934. California produces approximately 90 per 
cent of the commercial grape supplies of the country. Since the major 
consuming centers are in the northeastern quarter of the country, the 
necessity for a rapid and efficient marketing system is obvious. The 
risks arising from the possibility of loss from spoilage and glutted markets 
are clearly evident. • 

Some Problems of Production.— The producer of fruits and vegetables 
is confronted with many hazards from the time of preparing the soil to the^ 
end of the marketing period. These dangers arise from the possibilities* 
of over-production and from damage to the crop by frost, drought, j 
rain, hail, storms, insects, and disease. The demand may be unex- 
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pectedly curtailed o%ing to unemployment in the large industrial 
centers. 

The orchard oops cannot readily be adjusted to rapid changes in 
demand. Vegetable production, on the other hand, is, generally speaking, 
subject to much greater flexibility. The Florida celery growers, for 
example, decided in 1932-1933 to control the production and shipment 
of their crop. They destroyed 750 acres of celery because it did not pay 
to gather, crate, and ship it to market. They agreed, in 1934, to limit 
shipments to the market demand. At one time it was highly profitable 
for a farmer to plant his orchard in many varieties of the same kind o| 
fruit so as to be able to produce and market for the maximum number of 
weeks during the season. This practice is no longer advisable owing to', 
the development of the refrigerator car, express service, and highly! 
developed geographical specialization. The farmer following the old \ 
plan finds his early varieties in competition with products shipped from ' 
4 far-distant points in the South; his late varieties meet competition from 
farm products shipped from far-distant points to the North. His best 
plan is to specialize in a few varieties that best fit in with his climate, soil, 
and market. The consumer demand for fruits and vegetables over a 
long season is met most satisfactorily by extending the area from which 
the produce is shipped rather than by the production of many varieties 
in a restricted area. Each group, however, is produced under rather 
intensive methods of cultivation. 

The producer of orchard crops has to take a long-run view. It takes 
an apple orchard from five to eight years to get to the point where it 
will pay expenses and two to five years more to reach full production. 
Peach and plum orchards require about three years to reach the profitable 
stage. This situation often makes long-term financing necessary. The 
owners of orchards have the cooperative spirit highly developed. They 
typically own their homes and frequently handle the harvesting, grad- 
ing, packing, and selling activities through their cooperative associa- 
tions. Vegetables, on the other hand, are quite frequently produced by 
tenants; the cooperative spirit is not so highly developed among this 
class of producers. The seasonal character of production promotes a 
less stable situation than is found in the fruit industry. 

Methods of Marketing Fruits and Vegetables . — Fruits and vegetables 
are sold directly from producer to the consumer and to the processing 
plant; indirectly through several different kinds of middlemen and 
through cooperative associations. Cooperatives are especially effective 
in marketing apples, oranges, lemons, grapefruit, grapes, raisins, and 
plums. 

The farmer sells a large quantity of fruits and vegetables indirectly 
because he finds it more convenient than to attempt to do his own selling, 
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processing, grading, and repacking or to grant credit, make collections, 
and assume risks from shrinkage and spoilage. The consumer buys from 
the local retailer because of convenience. He gets the quality, variety, 
and quantity he wants at the time, place, and on the terms of sale 
desired. The typical producer obviously cannot give these services. 
The fruits and vegetables consumed throughout the year must come from 
different parts of the country as the seasons change. The middlemen 
are needed to provide the services necessary for concentration and 
dispersion. 

The Control of Production and Shipments . — The growers of a number 
of fruits and vegetables, through their cooperative associations and under 
the leadership of the A.A.A., developed rather effective methods of 
control over production and shipments. This practice resulted in 
substantial increases in returns to the growers. The Bartlett pear 
interests of California, for example, formed a committee comprising 
growers and shippers, which decides how many carloads of pears shall, 
in the interests of all concerned, be shipped at any given time. It is the 
function of this committee to keep informed on market conditions and 
supplies and then to release shipments as the market can absorb them. 
The former irregular daily shipments have been smoothed out to a 
considerable extent. More pears were shipped during 1934 than in 1933 
in about the same length of time, but without the extreme day-to-day 
fluctuations. On three days during the season no shipments were made. 
The committee released a certain number of cars each day, the number 
depending on market conditions. This plan is known as the “period-to- 
period proration” method. It has been used for other fresh tree fruits 
except apples from California. The growers of California Tokay grapes, 
Florida celery, California fresh asparagus, vegetables from western 
Washington, and California and Arizona oranges and grapefruit use a 
similar plan. The same general plan with some additional features is 
used by the growers of fresh tree fruits in the Northwest, Colorado 
peaches, Texas and Florida citrus fruits, California Gravenstein apples, 
and Southeastern potatoes. 

The Southern Watermelon Growers’ agreement provides that a 
committee of growers and shippers can declare shipping holidays of not 
more than 48 hours and not more frequently than every five days. These 
plans do not necessarily limit supplies; they may merely regulate 
the flow. Sometimes agreements to limit the supplies are formed. 'Hie 
California clihg-etone peach canners agreed, for example, to limit the 
pack to 10,000,000 cases. This meant that 45,000 tons of peaches had, 
to be left on the trees. The growers received $15 a ton for those left on 
the trees, and $20 a ton for those used. They received $5,500,000 for die 
1933 crop in contrast to the less than $1,000,000 realised on 1h.e 1932 
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output. The receipts for the 1934 crop were approximately $6,000,000. 
Tlie 1934 California canning asparagus crop was also marketed under this 
form of agreement. 

Another form of agreement used by some growers provides that only 
top-quality fruit be permitted to go to market first, with lower grades 
held for use as by-products. The agreement of the California prune 
growers is an illustration. The committee fixes the price to be paid for 
top-grade prunes and limits the number of tons that can be moved. 
Other agreements that provide for the control of quality, grades, and 
sizes are used by the growers of Florida and Texas citrus fruits, Florida 
strawberries, Southwestern watermelons, and California cling-st<me 
peaches. Some agreements establish minimum prices; six of the agree- 
ments contain this provision. \ 

Are the Control Plans Socially Desirable? — Are such agreements 
those listed above socially desirable? As in most questions, there are 
two sides. According to estimates, as much as 30 per cent of the Florida 
grapefruit shipped to New York in one season sold for less than it cost 
farmers to put the fruit on the market. The celery producers and the 
peaeh and potato growers, to cite only a few cases, sometimes find the 
prices so low that they do not justify the harvesting of a considerable 
portion of the crops. Such conditions are undesirable. There may 
be a valid objection, on the other hand, to the practice of fixing the price 
or of permitting only the top grade to go to market. These practices may 
raise prices so high that many people on low incomes in the cities will 
be forced to forego the use of the commodities. If the lower grades were 
allowed to reach the market, this class of consumers would be able to 
supply its needs. The control of shipments so as to regulate the rate 
of flow to market, thereby preventing gluts but not reducing the 
total supply, is praiseworthy. Such practice will benefit the producer 
without penalizing the consumer. While agreements may succeed in 
regulating production and the rate of flow to the markets, they 
cannot change weather conditions and the characteristic features of the 
various products, which will still retain their perishable feature; 
and we shall continue to have cold and hot days, and dry and wet 
weather. 

Services and the Agencies Thai Perform Them . — The characteristics of 
the demand, the product, and the methods of production of fruits and 
vegetables make necessary the performance of a number of services by 
specialized agencies. 

The farmers may sell their fruits and vegetables to the housewife, 
to the local grocery and fruit store, and to the local canning factory. 
They may sell through a cooperative association, to a buyer sent out by 
some terminal wholesaler, or to a local shipper who assembles the product, 
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perhaps grades/ packs, stores, and then ships it to some central market 
where it is being concentrated for economical dispersion. Some farmers 
sell their vegetables on contract to a factory before the seeds are planted; 
fruit may be sold on the tree, the buyer picking, grading, and packing it 
in the orchard and then transporting the product to the shipping point. 

Terms of Sale. — There are numerous bases of sale upon which these 
products may change hands. If the product can be sold on a dependable 
grade, sales may be made by wire on a delivered basis, or “f.o.b. usual 
terms.” That is, the price is agreed upon before shipment but the buyer 
pays transportation costs, and acceptance is subject to inspection for 
grade at destination. Sales may be made for cash after the car is loaded. 
The buyer accepts title then and there without the privilege of rejection 
when the car reaches the terminal market. Some sales are made on a 
contract for future delivery; the usual practice is to pay cash upon 
delivery. The local shippers and producers may ship their goods on 
consignment to commission men in the terminal market. The shipper, 
obviously, retains all the risks incident to ownership until his agent has 
succeeded in selling the product. Sales may be made in transit when 
supplies are heavy and the demand in the various central markets is 
uncertain. Diversion privileges allow the shipper to reach the most 
favorable market and thus prevent congestion and gluts. 

Functionaries of the Central Markets. — There are sixty-six large 
central markets for fruits and vegetables in the United States. The 
major functions performed by the middlemen in these markets are to 
concentrate, store, grade, repack, and distribute the produce among 
jobbers and retailers and to smaller distributing centers in the adjacent 
territory. The central markets are located in the densely populated 
industrial centers where a large volume of sales is possible. In addition 
to the commission houses and brokers 2 who perform the usual functions 
of such agents, there are so-called car-lot wholesale receivers and jobbers. 
The car-lot receivers buy in carload lots and sell in l.c.l. lots to jobbers, 
large-scale retailers, and wagon jobbers. The wholesaler receives, for 
example, a carload of lettuce containing 320 crates; he sells to a jobber 
who, ordinarily, buys in 20-crate lots, or about one-sixteenth of a carload. 
This functionary then sells to a retailer who typically buys only one 

1 The U.S. grades for celery, for example, are U.S. fancy, U.S. No. 1, and U.8. 
No. 2. The qualities considered in grading are whiteness, cleanliness, freshness, 
length, absence of plant disease and blemishes. » 

* The commission houses furnish a satisfactory outlet for low-grade merchandise 
that cannot be sold directly to the wholesale trade. Since they deal in l.c.l. lota, they 
furnish an outlet for those who do not ship in large quantities. The brokers usually 
sell in ear lots to the wholesale trade. They act as representatives and salesman for 
growers and local shippers of car lots. It is commonly believed that the activity 
of produce commission men tends to increase sales. 
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crate, or H 20 of a carload at a time. The consumer buys from the 
retailer in small amounts, usually one head of lettuce, or 1/7,680 part of 
a carload. 1 

The auction company is an important factor in aiding in the dispersion 
of perishables for cooperative associations, wholesale receivers, brokers, 
and commission men. The jobber may buy in both large and small 
quantities but he sells to small-scale retailers; one of his functions is to 
break bulk.* The terminal market shipper is a merchant located in the 
central market who assembles a variety of fruits and vegetables in carload 
lots to meet the needs of dealers in smaller near-by towns. He may buy 
and sell produce in carload lots when the needs of the smaller markets so 
require. With the rapid growth of some of the cooperative associations 1 * 
there has appeared in some of the markets a new functionary — the repre- 
sentative of the cooperative. This agent may perform the functions of\a 
broker or act more as a “watcher” to report market conditions to his 
principal. 

The entire market organization for fruits and vegetables is constructed 
for the purpose of securing rapid handling. This is necessary because of 
the perishable character of the product. Great loss may result from 
delay in transportation, inadequate terminal facilities, and improper 
loading, packing, warehousing, and storage. 

Coat of Marketing Fruits and Vegetables . — The amount of reliable 
information on costs of marketing fruits and vegetables is very limited. 
The following data are cited for illustrative purposes. The distance from 
the market, the degree of perishability, the methods of marketing 
used, the need for storage, and the amount of taxes and license fees 
bring about considerable variation in costs of marketing the same kinds 
of commodities. 

The California Fruit Growers’ Exchange 4 estimates the cost of 
marketing California oranges at approximately 50 per cent of the retail 
price. If we assume that the consumer spends 01 for oranges, the 

1 From a study by the New York Port Authority on the marketing of produce. 

•The position of the fruit and vegetable jobber seems to have been adversely 
affected by the growth of chain stores. The chains are getting more and more of tire 
retail produce business; consequently, as the independent retailers drop out, the 
jobber loses business. The chain stores buy in carload lots and so do not typically 
deed with the jobber. The auctions compete with the jobber for the pushcart and 
fruit-store business; some of the commission men do a jobbing business with soma of 
thesnear-by independent retailers, while truck drivers are taking some of the jobber’s 
business in outlying towns. 

Sbsbiun, Merchandising Fruits and Vegetables, Chap. XXVI. 

* Cf. California Fruit Growers’ Exchange, Federated Fruit and Vegetable Growers, 
Florida Citrus Exchange, American Cranberry Exchange, the Skookum Packers’ 
Aawriatkim 

4 Bull, for 1931. 
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retailer receives as his margin 27.2 cents, the jobber 6.4 cents, and 
transportation functionaries 15.1 cents* Selling and advertising amount 
to 1*5 cents, while picking, hauling, and packing cost 9 cents* After 
these expenses have been met there remains 40.8 cents for the grower* 
The retailer gets 21 cents of the dollar spent by the consumer for potatoes, 
the jobber 5 cents, the wholesale receiver 5 cents, the railroad 17 cents, 
the country dealer 4 cents, and the grower 48 cents. The dollar spent 
for head lettuce by the housewife is divided as follows : the retailer receives 
41 cents, the country buyer gets 8 cents, freight and refrigeration expenses 
amount to 23 cents, and crates and packing cost 10 cents. This leaves 
18 cents for the grower. 1 The long distance traveled in reaching the 
market and the high degree of perishability of the product are the chief 
reasons why the growers, on the average, receive such a small percentage 
of the retail price. 

Table 44 gives the costs of marketing Pennsylvania potatoes, under 
the indicated conditions, as reported by the State College. 

Table 44. — Marketing Costs to Farmers by Method op Marketing for 
Potatoes Hauled by Truck or Automobile, 1928 Crop 1 


Marketing cost per bushel 


Method 

Grad- 

Load- 

Trip expense 

Total, 

cents 

Price per 
bushel* 
received by 
grower 


mg, 

cents 

mg, 

cents 

Labor, 

cents 

Truck, 

cents 

Total, 

cents 

Sold at farm: 

Trucker 

2.0 

0.4 




2.4 

56 

Consumer 

2.4 

0.4 




2.8 

83 

Hauled by grower to market : 
Local retail store 

3.3 

0.4 

2.6 

8.3 

10.9 

14.6 

79 

House delivery 

2.3 

0.4 

4.8 

7.9 

12.7 

15.4 

75 

Market house 

2.7 

0.4 

2.4 

13.3 

15.7 

18.8 

65 

Curb market 

2.4 

0.3 

ED 

16.2 

17.9 

20.6 

71 

Chain store 

2.4 

0.5 

Kfl 

5.4 

7.1 

10.0 1 


Hotel or restaurant 

1.9 

0.4 

2.9 

4.9 

7.8 

10.1 

71 

Commission 1 

2.6 

0.1 

7.4 

2.4 

9.8 | 

12.5 

65 

Avg 

2.4 

0.4 

1.8 

3.9 

5.7 

8.5 

66 



* Pennsylvania State College BuU . 278, p. 29, 1032. 

*IWd., p. 27. 

* For commission sale*, the labor coot of trip expense includes a flat charge of 10 or 11 oenta^er 
bushel lor trucking part of the potatoes from the farms to the commission house, 80 miles away. 

The costs of grading are small; the costs of loading are much less, 
although the variation is great, e.g., from one-half of 1 cent per bushel 
when sold to chain stores to only one-tenth of 1 cent when sold to com- 

1 VJS. Department of Agriculture, BuU. 1412, p. 33. 
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mission agents. The truck expense mounts greatly when the fanner 
sells at the market house or on the curb market. This is due, of course, 
largely to the idle time. The price varies with the buyer. Thus the 
fanner charges the consumer 83 cents a bushel but lets the trucker have 
the product for 56 cents. He gets 79 cents from the local retail store 
but only 60 cents from the chain store. The expenses involved in selling 
to the latter, however, are almost a third less than when selling to the 
former. 

The Louisville Survey found that the gross margin of the retailer 
who sold fresh vegetables was 35.3 per cent, while his operating expense 
for selling this item was 16.2 per cent, which left a net profit of 19.1 per 
cent. The gross margin on fresh vegetables was 35.5 per cent; tne 
operating expense was 17.2 per cent, which left a net profit of 18.3 per 
cent. 1 \ 

Consumers and producers, in their criticism of the prices of fruits and 
vegetables, are likely to overlook the risks and services involved in 
marketing such perishable commodities. Why costs of marketing fruits 
and vegetables consume such a large portion of the amount paid by the 
housewife is suggested in the following quotation from Dr. Weld. 

For example, consider the marketing of California cantaloupes in Philadelphia, 
This was not done 40 years ago. Today, the grower gets only about 15 per cent 
of the retail price. He gets 2 or 3 cents, and the consumer pays 15 cents. Does 
this mean that the marketing is inefficient or that any crime has been committed 
against society by marketing this product? After harvesting, cantaloupes have 
to be graded and packed. They are hauled to and loaded into a refrigerator car 
that has been iced for 24 hours. The car travels 3,000 miles, and has to be re-iced 
several times en route. On arrival in Philadelphia, the product must be cleared 
through wholesale channels and delivered crate by crate to individual retailers, 
all in a few hours, because new shipments will arrive the next day. In the retail 
store, the consumer picks out the best cantaloupes. Many have to be sold at a 
sacrifice, or thrown away. The wonder is that it is possible for these perishable 
products to be marketed at all, so as to yield prices to growers that cover produc- 
tion costs and so that they can be sold in Philadelphia at prices that consumers 
can afford to pay. 2 

The Major Problem . — The major problem met in the marketing of 
fruits and vegetables is connected with the control of production and of 
the rate of flow to market. Production from day to day, e.g ., the rapidity 
with which fruit and vegetables may ripen, is influenced greatly by 
weather conditions. Certain markets may receive a large portion of the 
shipment for a few days in succession. A combination of these factors 
frequently gluts the market, prices fall to the bottom, and the product 
eaimot be sold in quantity for any price. There is a large fluctuation in 

1 U.S. Department of Commerce, The Louisville Survey . 

s Wield, L. D. H., The American Marketing Journal , p. 82, April, 1984. 
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prices from year to year, month to month, week to week, and day to day 
and for different lots on the same day. Ranges in price of 50 per cent 
in one day are not unknown. The demand over a short period is fairly 
inelastic and is affected by weather conditions. Prices at any particular 
place and time are influenced by custom, prices for the previous day, 
and the volume of goods on hand and on the way. 1 

It has been found that, whenever a potato crop of the United States 
has approached or exceeded 3.8 bushels per capita, the price has tended 
downward during the season, but the price trend has usually been upward 
whenever the yield fell below 3.2 bushels per capita. A crop of 422,000,- 
000 bushels in 1924 sold for only $264,000,000, while a crop of 323,000,000 
bushels in 1925 sold for $602,000,000. A cabbage crop 20 per cent below 
normal raised farm prices 82 per cent, while a crop 20 per cent above 
normal reduced prices 39 per cent. These figures clearly indicate the 
effect of over-production upon prices. The problem confronting the 
producer is in part a task of controlling the yearly supply and the daily rate 
of flow to the markets. This control is dependent upon adequate informa- 
tion and concerted action among producers. 
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Questions for Discussion 

1. What are the major remote and immediate sources of the agricultural market- 
ing problems? Consider the possible sources under the following headings: social, 
economic, and political. 

2. “The products of agriculture usually come into the local market in relatively 
small lots of ungraded, unstandardized raw material for which the producer assumes 
no responsibility.” How does this condition affect the marketing problem? What 
services are required to complete the marketing process? 

8. “The principal outlet for farm products after they leave their country shipping 
points is the city wholesale markets.” What are the main purposes of these markets? 
What are their functions? 

4. Do you believe that the forces of supply and demand, as they apply in the 
field of agricultural marketing, can be effectively controlled over a long-time period 
through political action? Justify your answer. 

5. Is any given country justified in maintaining a price for a commodity or a 
group of commodities on a materially higher level than the world price level? For 
example, the price of wheat in some European countries has been $1.80 to $2.60 a 
bushel when the Liverpool price was less than 80 cents. The price in the United 
States has been 20 cents above the Liverpool price when normally it would be 15 to 
20 cents below the Liverpool price. During 1934 Germany is reported to have main- 
tained a tariff of $3.85 a bushel, and Italy a tariff of $1 .75 a bushel on wheat. 

6. Do such conditions as mentioned in question 3 “tax” the consumer for the 
benefit of a privileged class, i.e., the farmer? Justify your answer. 

7. Suppose your answer to question 4 is “yes.” Are such results socially and 
economically desirable? Are they politically desirable or expedient? Justify your 
tnsfen. 

8. “The supply and demand for wheat have become unbalanced.” Why? . 
How can they be brought into balance? Does the objective or end desired justify 
the use of any means or method? Justify your answer. 

9. Explain how, using the grains as an illustration, the personality of the pro* 
dueer, the characteristic features of the demand, the product, and the conditions el 
production, influence the method of marketing. 
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10* Pa you believe that the costs of marketing wheat can be substantit^ 
by the farmers, through their cooperative associations performing all the imulaBting 
functions between the individual producer, on one side, and the miller and exporter, 
on the other? Would the situation be improved if the farmers added the xnanufaC" 
turing process to their activities? Suppose the consumers on the other end organised 
cooperatively and established retail and wholesale stores, would costs be reduced 
with the net results that the consumer could buy at lower prices and the growers 
sell at higher prices? Justify your answer by citing reliable information. 

11. Are transportation costs for the shipment of wheat, fruits, and vegetables 
relatively high? What is the basis of your opinion? 

12. The “control” plans developed by the growers and shippers of some of the 
major fruit and vegetable crops have been quite effective in increasing the returns to 
the farmers. Has this been at the “expense” of the consumer? Has the increase 
been secured by “taking it out of the profits of the middlemen”? Justify your 
answer. 

13. “The processing tax puts American people on relief and the dole and furnishes 
jobs to people from foreign countries to grow necessary articles for us.” Do you 
agree? 

14. Indicate by diagrams the “channels” through which each of the following 
products passes on its way to the ultimate consumer: wheat, com, celery, oranges, 
apples, and strawberries. 


Assignment 

1. Problem 2, p. 318. Perfex Mills — Purchasing Wheat. 

2. Problem 1, p. 107. Chicago Produce Market. 



CHAPTER X 


MARKETING AGRICULTURAL PRODUCTS— FARM 
CROPS AND LIVE STOCK 

Purpose of this chapter: To survey the problems encountered in the marketing 
of farm crops and live stock; to examine the methods of marketing used in the 
type cases, i.e., cotton, coffee, and hogs. \ 

Marketing Fibers. — The third major group of farm crops comprises 
the fibers. The four commodities cotton, jute, hemp, and flax are the 
most representative of the class. Since cotton is by far the most impoV- 
tant member of the group, we shall use it as a case. 

Marketing Cotton.— The importance of cotton in our social, economic, 
and political life is indicated by the number of growers, the acreage 
planted, and the annual gross income received by the farmers. Approxi- 
mately 1,000,000 cotton farmers signed cotton-acreage reduction contracts 
in 1934; there are probably more than 2,000,000 growers producing cotton 
in the United States. The annual plantings normally average approxi- 
mately 41,000,000 acres; the estimated number of acres seeded in 1934 
was 28,000,000. The gross income received by the farmers for their 
cotton and cotton seed for the years indicated is given in Table 45. The 
cotton fanners received 12.3 per cent of the average total annual farm 
income for the period 1924-1930. The percentage for 1933 declined to 1 1 . 1. 

The Demand for Cotton . — The demand for cotton is large-scale, world 
wide in scope, inelastic for specific grades, continuous, and quite stable. 


Tabus 45. — Gross Income of Cotton Farmers' 
(Cotton and seed) 


Year 

Gross Income 

1924 

$1,710,000,000 

1926 

1,251,000,000 

1928 

1,470,000,000 

1929 

1,389.000,000 

1930 

751,000,000 

1931 

528,000,000 

1932 

464,348,000 

1933 

684,186,000t 

1934* 



1 UJ$. Deportment of Agriculture, Yearbook 1036, p. 672. 

•The estimated farm value of eotton u of Dee. 1, 1034, was 1612,802,000. This figure, however, 
ie not comparable with the other figures given in the table. The gross farm value of the l$ft|~1934 crop 
including benefit payments was almost $880,097,000. Ibid., p. 39. 

film eotton farmers received, in addition, for the 1933 crop $112,600,000 benefit payment* and 
t mm than 800,000,000 profits on options. The payments for 1934 were approximately 1117,000,000. 
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Cotton is used chiefly as a raw material by industry in the production of 
many varieties of manufactured goods. The material is typically bought 
in large quantities for mass production. The demand for the fiber 
depends on the demand for the manufactured products. 

The demand for cotton and cotton goods is world wide. Practically 
all civilized countries have manufacturing concerns that utilize cotton as 
a raw material. These countries and many so-called backward countries 
are consumers of cotton goods. This product is used on a large scale as 
raw material for the manufacture of a wide variety of goods. The 
United States Census of 1919 shows that 50 per cent of the cotton went 
into clothing, 16 per cent into household furnishings, and 34 per cent 
into products to meet the needs of industry. 1 The United States, the 
United Kingdom, and Continental Europe consume approximately 
70 per cent of the world’s production. Japan and Russia are becoming 
more important as buyers of cotton. The United States used about 
26 per cent of the world’s production of cotton annually before the World 
War and has been consuming about 29 per cent since. The spinner, in 
fact, is the ultimate consumer of raw cotton. New England and the 
southeastern part of the country contain the more important spinning 
centers in the United States. 

The demand for cotton is quite inelastic. The volume of consumption 
remains fairly even under normal conditions. If there is a great shortage, 
prices advance sharply; and if there is a great over-supply, prices fall 
drastically before consumption is increased. The experiences of the 
cotton industry during 1930-1935 give ample support to the statement. . 

The demand is affected to a considerable extent by the type and 
quality of the product. Since cotton is used to produce such a wide 
variety of manufactured goods, it is natural to expect a demand for 
various specific kinds and grades of fiber. The northern mills in the 
United States require much high-grade cotton, such as American Egyp- 
tian, the long-staple upland cottons, and sea-island cotton. 

The demand for cotton is continuous throughout the year. The: 
volume of consumption is affected to some extent by business conditions. 
When consumers are out of work, they do not buy clothing and house- 
hold furnishings freely; when industries are not making sales, they do 
not need the cotton products they normally buy. Much thought hats 
recently been given to ways and means of increasing the consumption ; 
of cotton by developing new uses. There is a considerable demand <for 
products that can be made from the cottonseed, such as oil. The . 
linters that stick to the seed after the cotton is ginned have become 
valuablq^because of their use in making paper, celluloid, rayon, artificial 

. 1 The cotton was manufactured into such products as tire duck, bags and ba g gin g , 
twine, rope, cordage, yarns, and drill. 
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leather, and staffing for mattresses. The consumer demand for cot&n 
goods has declined with the recent changes in fashion and the great 
popularity of rayon. 

The Amount Demanded. — The size of the demand for cotton is 
reflected by figures showing mill consumption. Table 46 gives the United 
States consumption of home-grown and imported cottons, foreign con- 
sumption of American-grown and of all other growths, and the total world 
consumption of all growths. The average annual world consumption of 
all growths for the eight-year period 1925-1926 to 1932-1933 was 24J504,- 
000 bales. The average annual consumption in the United States was 
6,243,000 bales. 1 During this period the average annual consumption 
of American-grown cotton by foreign countries was 7,950,000 bales. 
Foreign manufacturers, therefore, accounted for slightly more than 


Table 46. — Demand fob Cotton* 
(Mill consumption) 


Year 

beginning 

Aug. 1 

U.S. con- 
sumption of 
home grown 
and imports, 
1,000 bales 

Foreign consumption of 

Total world 
consumption 
of all 
growths, 
1,000 bales 

American 
grown,* 
1,000 bales 

All other 
growths,* 
1,000 bales 

1925-1926 

6,456 

7,834 

9,640 

23,930 

1926-1927 

7,190 

8,868 

9,811 

25,869 

1927-1928 

6,834 

9,041 

9,410 

25,285 

1928-1929 

7,091 

8,448 

10,243 

25,782 

1929-1930 

6,106 

7,218 

11,554 

24,878 

1930-1931 

5,263 

6,029 

11,110 

22,402 

1931-1932 

4,866 

7,762 

10,268 

22,896 

1932-1933 

6,137 

8,401 

10,448 

24,986 

1932-1984 

1925-1926 to 1932-1933 

5,700 

8,127 

! 

11,497 

25,324 

average 

6,243 

! 7,950 

10,311 

24,504 


4 VJS, Department of Agriculture, Yearbook 1935, p. 432. 

* Americas in running bales, and other growth* in balm of 478 lbs. 


56 per cent of the total consumption of American-grown cotton. The 
world consumption of cotton for the year ending January 31, 1935, was 
4ft, 725,000 bales.* This was about 280,000 bales more than the eight- 
year average cited above. The world consumption of American-grown 
coUon, however, was only 11,964,000 bales compared with the eight-year 
average of 14,193,000 bales. The United States consumed 5,320,000 

1 The average annual per capita consumption in the United States for the period 
1930-1933 v U approximately 23 pound*; for 1930-1933 it was 20 pounds; and for 
1925-19!$ it was 26 pounds. Regional Problem*, op. di., p. 8. 

* New York Journal of Commerce, Apr. 1, 1985. 
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bales of domestic-grown cotton dining the year. Japan consumed 

3.345.000 bales in the same period; 1,728,000 bales of this amount was 
American-grown cotton. India and China, the second and third largest 
consumers of cotton in 1934, bought very little American-grown cotton. 
Great Britain, however, was Becond only to Japan in the amount of 
American-grown cotton consumed. This country used 2,449,000 bales 
in the year ending January 31, 1935; approximately half of this amount 
came from the United States. Russia, France, Italy, Germany, and 
Brazil are large consumers of cotton. Russia and Brazil, however, use 
very little cotton grown in the United States. It is interesting to note 
that the three Asiatic countries Japan, China, and India consumed 

8.790.000 bales, or slightly more than 35 per cent of the world consump- 
tion, for 1934. These countries had less than 15)4 per cent of the world's 
cotton spindles. These figures indicate that the spindles are used many 
more hours a day in the Orient than in the United States and Western 
Europe. The world consumption of cotton increased 3 per cent during 
1933 over the preceding year, but there was a decline of 4 per cent in the 
United States consumption. 1 

Characteristics of the Supply Factors . — The United States produces, 
normally, more than half the world cotton fiber supply. The Interna- 
tional Institute of Agriculture listed seventy-six countries in 1926 as 
producers of cotton. Many of them, however, produce insignificant 
quantities. The position which the United States holds in the world 
production of cotton is indicated in Table 47. The loss of first place in 
production, by the United States, is evident. This is probably a tempo- 
rary situation caused by the droughts and the policies of the A.A.A. 

Table 47. — World Cotton Production 
(In thousand 600- pound bales) 


Region 1931-1932 1932-1933 1933-1934 1934-1938* 


United States 16,877 12,961 12,718 9,148 


Foreign .’ 9,868 10,624 12,646 18,228 

Total 26,636 23,686 25,361 22,367 

Per cent U.S 63.6 55.0 60.1 40.9 


* The consumption of cotton by foreisn mills for the fint ten months of 193S wee 16,743,000 helm; 
only 5,093,000 bales of the total were American cotton. For the first ten months of Ififi& more than 
7,000,000 bales of American cotton were consumed. D. C. Harrower, Barron's Weekly, p. 13* Aug. %% 
1985, ^ 

The figures for the United States cited in this table do not agree 
exactly with those given in Table 48. This is due to the fact that they 
are taken from different sources. The small variation, however, is 
not material, as it is the relationship we are interested in at this 
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Foreign countries produced in 1933 more cotton than the United Stales 
for the first time since the Civil War. Production in the United States 
declined 25 per cent during 1933-1934, while the production outside the 
United States increased 20 per cent. Brazil expanded its production 
very materially, while the United States was curtailing production. 1 
The world production for 1933-1934 was estimated at 25,361,000 bales; 
for 1934-1935, at approximately 22,367,000 bales. The world production 
outside the United States for 1934 was probably between 13,000,000 and 
14,000,000 bales. The more important foreign cotton growing countries 
are Russia, Brazil, Egypt, India, and China. t 

Since Egypt, India, and China must take precautions to maintain 
their food supply, there is a limit to the amount of acreage they lean 
devote to cotton. Some students of cotton argue that these countries 
have reached their limit. It is believed that Russia can use any increase 
in its own production possible to attain within the next several years. 
Manchuria, Asia Minor, Mexico, Peru, Africa, and Australia have 
expanded production in recent years, yet the effect upon world supplies 
is not likely, according to these estimates, to be disturbing. Brazil, on 
the other hand, has great potential resources for increasing her cotton 
production. When cotton raising becomes more profitable than coffee 
production, cotton acreage expands readily. The production of Brazilian 
cotton, in recent years, has increased from 400,000 bales to 1,250,000 
bales. The land area suited for cotton production in Brazil is greater 
than that in the United States. Labor and capital are the limiting factors 
when world prices are favorable. 2 

The American Supply. — The important position held by the United 
States as a source of supply for cotton is indicated by Table 48. The 
annual average production for the eight-year period 1925-1926 to 
1932-1933 was 14,825,000 bales. Three seasons during this period 
exceeded 16,100,000 bales; one of these seasons, 1926-1927, reached the 
h ig h figure of 17,755,000 bales. This was followed the next season by 
the abnormally low yield of only 12,783,000 bales. The steady accumula- 
tion of supplies is indicated in the two columns headed Total carryover 
and Total supply. The total carryover from the previous season 
Increased very rapidly after 1929-1930 until a peak of approximately 
11,750,000 bales was reached in 1933-1934, The annual average 
c a rry ove r for the eight-year period was 4,293,000 bales. The total 
AnSsrican supply, which includes the year’s production, the carryover 
from the previous season, and imports, reflects the same general situation. 
The total supply reached the high figure of 23,131,000 bales in the 1932— 
1933 season. The eight-year annual average was 19,402,000 bales. 

* * The Brazil production for 1935 was estimated at approximately 1,700,000 bales. 
* : * National City Bank, News Letier, October, 1934. 
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Tabub 48. — Cotton Svmr — United States 1 


Year 

beginning 

Aug. 1 

Production 
(running bales)) 
1)000 tales 

Im- 

ports, 

1,000 

bales 

Total carry- 
over from 
previous 
season, 
1,000 bales 


Weighted 
average 
price, 
cents per 
pound* 

1926-1926 

16,123 

326 

1,610 

18,059 

19.6 

1926-1927 

17,755 

410 

3,543 

21,699 

12.5 

1927-1928 

12,783 

338 

3,762 

16,883 

20.2 

1928-1929 

14,297 

458 

2,536 

17,291 

18.0 

1929-1930 

14,548 

378 

2,312 

17,238 

16.8 

1930-1931 

13,756 


4,530 

18,394 

9.5 

1931-1932 

16,629 

132 

6,370 

23,131 

5.7 

1932-1933 


130 

9,678 

22,518 

6.5 

1933-1934 

12,664 

148 

8,165 

20,977 

9.7 

1934 

9,474 

• . ■ 


20,360 

12.4 

1935 

11,464 

. , . 


20,805 


1 925-1 926 — 1 932-1933 
average 

14,285 

285 

4,293 

19,402 

13.6 


1 Compiled from U.S. Department of Agriculture, Yearbook 1935, p. 430 except for 1934 and 1935. 
The production for 1934 was estimated at 9,636,000 bales, and for 1935 at 11,464,000 bales. The total 
supply including carryover was 20,360,000 bales in the former year and 20,805,000 bales the latter year. 
* Average price received by American producers. 


The United States imports only a small amount of cotton, and this is of a 
distinctive quality which is used for special products. 

The effects of the constantly increasing supplies on the prices received 
by the American growers are clearly indicated in the last col umn of 
Table 48. The farmers received 19.6 cents a pound, on the average, in 
1925-1926 but only 12.5 cents in 1926-1927 owing to the enormous 
supply of almost 21,700,000 bales. The following year, however, the 
price climbed to 20.2 cents in response to the small production that year. 
Following this season the price declined steadily to the low established in 
1932. The average price received by the farmers for the 1931-1932 
season was 5.7 cents. 1 

The supply of cotton, as was suggested above, may vary widely from, 
year to year. This is due to the hazards coming from weather, insects, 
and disease and to the practice of the growers of increasing their plnrntfog a 
following a season of relatively high prices. The average yield in 1933 
was 208.5 pounds per acre, while the yield the following year was only 
162.6 pounds, a decrease of 45.9 pounds per acre, or more than 22 pet : 
cent. 1 This decline reflected the blighting effects of the drought. Ti» : 
foregoing figures are averages for the United States. 

. ; !' v. (' 

1 The low point of 4.6 cents a pound was reached in Jane, 1932. The 
Aug. 26, 1938k was 10.85 cents; one year earlier it was 13.36 rents a pound,' 
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Individual sections of the country show much wider variations in 
output. The average yield in Oklahoma, for example, declined from 
208 pounds per acre to 80 pounds, or a decrease of 128 pounds. Some of 
tire eastern cotton states, on the other hand, showed an increased yield, 
yet Georgia suffered a decrease of 36 pounds per acre. Over a period of 
several years the production of cotton in the United States has tended 
to shift westward and northward owing to the ravages of the boll weevil 
in the central and southern regions. High labor costs promote machine 
production which can be used more effectively in the Mississippi Vafley 
and the Great Plains region. \ 

The number of acres planted seems to follow closely the price situation 
of the preceding year. The growers, for example, seeded 47,100,060 
acres in 1926 following the 19.6-cents-a-pound price received in 192&, 
and the 23-cents-a-pound price received in 1924. The 1926 crop, 
however, brought the farmers an average price of only 12.5 cents a pound. 
The result was that the fanners reduced their planting to only 40,100,000 
acres in 1927. This low acreage was reflected in the price received for 
that season’s crop, which was 20.2 cents a pound. The farmers promptly 
responded by planting 45,300,000 acres in 1928. The last column of 
Table 48 shows the effect on the average prices received during the 
period. These facts make it quite evident that the supply of cotton is 
elastic. 

Cotton and the A.A.A. — The A.A.A. attempted, as with wheat and 
com, to control production through limiting plantings. A processing tax 
was collected to finance the plan. Loans were made to the farmers so 
that the cotton crop would not have to be rushed to market. The pro- 
ducers received a benefit payment if they made the prescribed reductions. 1 
For the crop year of 1934, approximately 1,000,000 cotton farmers 
agreed to remove 15,000,000 acres from production. This constituted 
a reduction of 38 per cent of the base acreage of cooperating producers. 
Under the unconstitutional 1934 law the number of bales allowed free of 
tax was set by the Secretary of Agriculture. Thus a total of 10,000,000 
bales could be ginned free of tax during the crop year 1934-1935; a tax 
equal to 50 per cent of the central market price for % inch Middling spot 
cotton was assessed on all cotton ginned in excess of the allowable amount. 
Use amount produced was less than 9,640,000 bales, owing chiefly to the 
drought. Payments for the year were approximately $117,000,000. 
The Department of Agriculture estimated that the 1933 program reduced 

‘The base acreage was the 1928-1932 annual average seeding. This is appron- 
ttately 41,000,000 acres. The acreage reduction for 1935 was 35 per cart of the 
bssj. It wee estimated that this would, under normal conditions, produoe about 
10,500,000 bales. The actual acreage seeded in 1934, as reported by the gove rnment, 
**• 28,412,000. The estimate of the New York Journal of Commerce tot IMS was 
approximately 30,550,000 acres. 
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the production by 4,489,467 bales; in addition, 2,441,805 bales were 
opiioned. The cotton fanners received a total of $161,771,697 in adjust- 
ment payments and advances on cotton options as a reward for their 
cooperating with the government in its attempt to equalize supply 
and demand. 

The 1933 reduction in acreage by the cotton states affected production 
in varying degrees. Virginia, for example, showed one of the largest 
percentages of acreage decrease of any of the states but had an appreciable 
increase in total production. Oklahoma, on the other hand, followed 
about the same acreage reduction but suffered a reduction in output of 
66.5 per cent. The total reduction in output for the cotton states was 
estimated at 29 per cent; the acreage reduction brought about by the 
A.A.A. for the year was only 9.3 per cent. Twelve of the sixteen cotton 
states enjoyed a higher money return for the 1934 crop than for the 1933, 
while two suffered material decreases. 1 The weather man apparently 
was more effective than the A.A.A. in reducing the cotton output. 

The Characteristics of the Producer, and His Methods. — Prior to the 
Civil War cotton was produced under relatively large-scale methods. 
Slave labor, plantation gins and stores, and large-scale financing were 
the characteristic features. Following this war, the plantation system 
was replaced by the small-scale farmer. There developed the independ- 
ent gin company, the cotton yard, the town bank, and hardware and 
grocery stores to render the services that had formerly been performed 
on the plantation. Cotton is still largely picked by hand. Power 
machinery may be used to prepare the seed bed and to do the planting, 
ginning, and baling, but up to the present no satisfactory machine has 
been invented for picking. Many predictions have been made that man’s 
ingenuity will soon solve this problem.* 

There are approximately 2,000,000 cotton fanners in the United 
States. A large proportion of these are tenants, and many of them are 
colored.* The typical producer knows little about cotton grades and the 
price that the various grades Bhould sell for at any given time and {dace. 
The large planters are able to borrow money on a business basis and to 
plant, cultivate, harvest, and sell in a fairly effective manner. A large 
number of the small farmers, and especially the tenants, do not practice 
diversified farming and crop rotation. They have to borrow money to 
live on and to finance their production. The more successful may be 
able to borrow money from the local bank; a large number, however, bjiy 

1 University of Alabama, Business News, October, 1934. 

•By using a “sled” a man can pick as much in 7 hours as it would take 
70 hours to pick by hand. The sled, however, picks all bolls, the green and spoiled 
•s well as tiie ripe. The mechanical cotton picker recently invented will ph>k as 
mueheotton in hours as a hand picker can pick in a aeaeon. 

* Normally about 68 per cent of the cotton of the South is grown by tenants. 
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their food, clothing, and supplies from the local merchants and then 
liquidate their indebtedness by selling their cotton to these merchants. 
This situation obviously places the farmer in an inferior bargaining posi- 
tion when selling time comes. 1 Many of them are forced to sell as soon 
as the crop is harvested. This large volume of cotton moving into the 
central markets in a short period of time tends to depress the farm price 
and to promote speculation among the middlemen. The A. A. A., in 
order to meet this situation and to raise prices, loaned the growers a 
maximum of 10 cents a pound on the 1933 crop; the amount of the loan 
was raised to 12 cents a pound for the 1934 crop. This was above the 
price at which the 1934-1935 crop could be sold; as a result by the 
beginning of August, 1935, the government controlled 5,000,000 bales of 
spot cotton and held 1,000,000 bales of future contracts. 

The 1935 cotton plan, which was announced the latter part of August, 
1935, provided a 10-cent loan to farmers and guaranteed that the average 
returns to the growers would not be less than 12 cents per pound for 
cotton grown in 1935. The payments of the government to the farmers 
were “to equal such differences if any, as may exist between 12 cents and 
the average price of %-inch middling cotton . . . during the period 
from September 1 to January l.” 2 A loan of 10 cents per pound at the 
farm, without recourse to the borrower, was offered by the Commodity 
Credit Corporation on ^e-inch low middling cotton or better. The 
Reconstruction Finance Corporation supplied the Credit Corporations 
with the necessary funds. These loans were limited to the cooperating 
farmers. This plan permitted the price of cotton to approach more 
closely the world price and at the same time to maintain the high price 
to the farmer. The difference, however, will probably have to come out 
of the treasury of the United States. 

Some of the Characteristics of the Product. — Cotton, as it comes from 
the field, is so bulky that efficient marketing necessitates immediate 
ginning and baling. An ordinary bale of cotton is, roughly, 54 inches 
long, 45 inches high, and 27 inches wide and weighs, including bag and 
wire, approximately 500 pounds, or 12J^ pounds per cubic foot. Cotton 
to be exported, stored for some time, or transported a long distance is 
compressed into bales having a density ranging from 24 to 35 pounds per 
Cubic foot. Cotton that is properly picked, ginned, baled, and protected 
from water is relatively non-perishable. 

# The more important types of American cotton are sea island, American 
Egyptian, upland long staple, and upland short staple. The value of any 
particular bale depends upon the grade, color, and length of staple. The 

1 Many of the problems of the southern cotton farmer arise from an unwise 
utilisation of land. He has difficulty in thinking in any other terms t ha n cotton. * 

'New York Journal of Commerce , Aug. 23, 1935. 
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Universal Standards Act, a law passed by Congress in 1923, establishes a 
set of nine grades for American upland white cotton. These grades era 
now recognised and used throughout the world. Such factors as the 
brightness of the sample and the amount of foreign matter determine the 
grade. While the quality and length of the fiber are important factora in 
determining the spinning value of cotton, little attention is paid to these 
qualities in determining the grade. Each grade has both a name and a 
number, as follows: 


Table 49. — Cotton Grades and Price Differentials (White) 


Grade 

num- 

ber 

Name 

Amount 
"on” or 
“off ” the 
basis price 

Grade 

num- 

ber 

Name 

Amount 
“on” or 
“off” basis 
price 

I. 

Middling fair 

0.69 on 

VI. 

Strict low middling 

0.38 off 

II. 

Strict good middling 

0.67 on 

VII. 

Low middling 

0.82 off 

HI. 

Good middling 

0 . 46 on 

VIII. 

Strict good ordinary 1 

1.30 off 

IV. 

V. 

Strict middling 
Middling 

0.31 on 
Basis 

IX. 

Good ordinary 1 

1.75 off 


1 Not deliverable against future contracts. 


The price of cotton is quoted on grade V. Middling as a basis. The 
grades above this are quoted at the basis price plus so much on; grades 
below are quoted the basis minus the off amount. Thus the price quoted 
in the New York Journal of Commerce, August 12, 1935, for grade V. 
Middling, White, was the basis price, i.e., 11.50 cents a pound; the price 
for grade VII. Low Middling, White, w r as the basis price minus 0.82, or 
0.82 off; the price for I. Middling Fair, White, was the basis price plus 
0.69 or 0.69 on. Premiums are paid for staple inch long and longer. 

Cottonseed and linters are joint products with the fiber. The cotton- 
seed at one time just about paid for the ginning; now the fanner may 
receive a substantial return for the seed from a single bale. This is due 
to the many uses made of cottonseed oil. About 1,500 pounds of cotton 
in the seed, as it comes from the field, is required to make a 500-pound 
bale of ginned cotton. The thousand pounds represents approximately 
the weight of the seed. 

Methods of Marketing Cotton . — The cotton farmer may sell direct to 
the mill. The amount sold in this way, however, is insignificant. 'Am 
larger portion is sold through the indirect method. The mills prefer to 
purchase from merchants who buy "farm-run ” cotton and sort it to meet 
the manufacturer’s specific requirements as to grade and staple. White 
methods of marketing vary from section to section, there are a few well- 
defined methods. The producer ean sell in the local or country market 
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to a merchant, bank, gin company, dealers’ agent, or other country 
buyers. He may decide to dispose of his crop in one of the central 
markets 1 through a factor or commission house to representatives of mills, 
exporters, and other interests. There are yarious ways of expressing the 
terms of sale, the more important of which are to arrive , f.o.b., spot f and 
guaranteed through. 

Cotton growers have been active in organizing cooperative associa- 
tions. The encouragement given to the cooperative movement by the 
organization of the Federal Farm Board tended to increase the volume 
handled by the cotton cooperatives. Cooperative marketing tends to 
increase the money returns to the producers through eliminating market- 
ing steps, by presenting a well-graded product, reducing wastes from 
sampling, decreasing credit costs, securing equality of opportunity and 
the advantages of storing cotton in large quantities in bonded ware- 
houses. 2 The A.A.A. dominated the situation from 1933 to the begin- 
ning of 1936. 

Services Necessary and the Agencies That Perform Them. — The large- 
scale and centralized form of demand, together with the small-scale, 
widely scattered form of production, and the bulky, non-perishable, and 
unstandardized character of the product necessitate the performance of a 
number of specialized services. The cotton must be collected from the 
producers, ginned, baled, transported, graded, and stored. Specialized 
merchants have developed to sort the fiber into lots to meet the needs of 
specialized spinners; specialized bonded warehouses have been constructed 
to provide suitable storage facilities; the warehouse receipt serves as a 
basis for financing. A group of specialized middlemen has developed to 
perform the services incident to selling in foreign markets. 

Cotton Markets. — There are four well-defined markets in which the 
title to cotton may pass from seller to buyer: the spinners’, future, spot, 
and primary markets. The following statement suggests the nature and 
importance of each. 3 

Spinners’ markets are located in or near mill centers and exist primarily to 
supply spinners’ needs. Foreign spinners customarily have a market in the 
local mill town, but buy also through a broker in the import market. The per- 
sonnel, methods of selling, and rules governing transactions in the various spin- 
ners’ markets, domestic and foreign, vary greatly, owing to the wide divergence 
in local needs and in the services performed. Price making in a spinners’ market 
is largely concerned with bargaining on the “basis” or parity between spots and 
futures. Prices are made in American markets in terms of New York or New 
Orleans futures. 

1 Tbe leading central markets are New Orleans, New York, Chicago, Galveston, 
Corpus Christi, and Houston. 

* Fillet, H. C., Cooperation in Agriculture, pp. 242 Jf. 

* Adapted from U.S. Department of Agriculture, Bull # 1444. 
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A cotton future* market is a place where cotton is bought and sold lor future 
delivery on a rigidly standardized contract. The futures markets at New York, 
New Orleans, and Chicago in this country and at Liverpool, Bremen, Havre, 
Bombay, and Alexandria abroad are dealers in cotton for future delivery, or 
“futures.” The futures market is essentially a price-making organization, and 
every discernible influence affecting supply or demand is reflected in thiB market. 
An adequate understanding of cotton marketing necessitates familiarity with the 
organization and methods of the futures exchanges. 

Price making in the futures market operates through the purchase of cotton 
for consumption and for speculation. On the supply side, it operates through 
the sale of cotton for immediate delivery or delivery in a named future month. 
Prices rise or fall with changes in the minds of traders in cotton as to the relation- 
ship between demand and supply. 

The centralizing , or spot market s are the great reservoirs of spot cotton. 
Nearly every bale of cotton grown passes through one of these markets, and 
dealers and merchants draw upon them directly in supplying the needs of the 
mills. These markets are scattered throughout the Cotton Belt and function as 
assembling points and gateways through which large volumes of cotton move 
toward domestic and foreign mills. An important service rendered by the spot 
market is the classing and assembling of cotton in even-running lots as required 
by spinners. 

The primary market , or farmers’ market, is the place where the grower meets 
the buyer. Quite often this market is a wagon market near the public square, 
where the farmer offers his cotton for sale to the highest bidder as soon as it has 
been ginned. The facilities in this local market differ widely, and the buyers 
and sellers usually operate quite independently. The two main problems of the 
primary market grow out of the limited volume of business and the inability 
of the farmer to know the comparative value of his product. 

Selling Cotton. — The primary or farmers* market is in the local town 
where the producer can usually find some buyer willing to pay cash for 
his crop. The following quotation gives an interesting picture of what 
takes place in one of these markets. 1 

The farmer picks the cotton and either puts it immediately into a wagon that 
is standing in the field, or piles it on the ground. He usually takes the seed 
cotton to the gin just as soon as enough is obtained to make a 500-pound bale, but 
in a busy time he may wait until several bales are gathered before hauling it to 
the gin. Usually the next step after ginning is to sell to a local buyer. If the 
farmer considers the market satisfactory, or if he is being pressed for money to 
settle obligations (the latter being the more usual motive), he immediately reloads 
the cotton on his wagon and drives to market, often in the same town as the gi&. 
H he does not care to sell at once, he will probably take his cotton home to hold 
until he has several bales to sell. Upon reaching the local market, the street 
buyers climb on the wagon, cut the bales on both sides, draw samples, and make a 
bid* The fanner may accept such an ofier, but more than likely he will get bids 
from all other buyers in the market and filially sell to the buyer making the best 

1 Pbatt, B. B., International Trade in Staple Commodities , Chap. I, pp. 30-21* 
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offer. He then hauls the cotton to the town cotton yard or warehouse or com- 
prees, where it is weighed by a bonded public weigher. The weigher gives him a 
ticket containing the weights of each of the bales, and the fanner returns to the 
office of the buyer, who gives him a check for the value of the cotton on the baaia 
of such weights. The local buyer is likely, during the late evening after the day's 
buying is over, to communicate with an f.o.b. man in the same or in a near-by 
larger market and sell all the accumulated purchases of the day. The following 
morning he ships the cotton to the nearest compress for the account of the f.o.b. 
man and attaches the bill of lading to a draft on the f.o.b. man, depositing it in a 
local bank. 

The f.o.b. man, in turn, either the same evening or as soon as possible, calls 
by telephone some exporter or domestic merchant in a port or central market and 
offers the cotton he has collected from street buyers during the day. He states 
the number of bales for sale and gives the description as to grade and staple. 
Perhaps several dealers make offers, and he accepts the highest. The next 
morning he has the cotton loaded and shipped to a compress at a concentrating 
point in accordance with the buyer’s instructions. He then draws a draft on 
the buyer, attaches the bill of lading to it, and deposits it in the local bank which 
finances his transactions. 

When the cotton arrives at the press, the buyer has it unloaded, classed, and 
Btored in lots of even-running grade, staple, and color. If it has not already been 
compressed, he usually has it compressed before storage, in order to economize 
in space and to have the cotton ready for prompt shipment when needed. It now 
remains undisturbed until sold for export or for shipment to a mill. 

The chief functions performed by the cotton merchant are buying and 
collecting, grading, storing, financing, assuming certain risks, and selling. 
The cotton factor is an expert salesman, possesses a large amount of 
market information, and gives financial assistance. He usually receives 
cotton on consignment, has it weighed, sampled, and placed in a ware- 
house. If his principal requires financial assistance before the cotton is 
sold, the factor permits the shipper to draw on him for from 70 to 90 per 
cent of the value of the shipment. 

Baas of Sale. — Cotton is sold on the basis of samples, types, and 
description. When the sale is made on the basis of a sample, the seller — 
usually the factor, merchant, or commission man — displays a bunch of 
cotton weighing approximately a half pound taken from each side of the 
bide. The buyer judges the quality of the bale by examining the sample 
and has the right to expect that each bale will come up to or equal the 
quality of the sample. A sale by type is the delivery of cotton equivalent 
to* standard furnished by either the buyer or seller. This specimen is 
different from the sample in that it may be made up from one or several 
samples. It represents the qualities to which the shipment must con- 
form. A sale by description is sometimes resorted to when samples are 
not available. The description specifies the grades and staples the buyer 
is to receive. 
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Sale in the Foreign Market. — American cotton reaches the European 
market by the American sellers consigning their shipments to merchants 
in Liverpool, by Liverpool and Manchester firms sending buyers to the 
United States, and through branch offices which American firms have 
established in England. 

Handicaps of the Cotton Grower . — The system under which cotton has 
been marketed during the last twenty-five years has not been at all 
satisfactory. Much time and thought have been expended in analyzing 
the difficulties and in the search for remedies. The following quotation 
summarizes the outstanding handicaps under which the cotton grower 
operates. 

The results of these three studies disclose conditions that might well be 
astounding to any serious investigator. For convenience the more significant 
of the conditions disclosed by these investigations may be grouped under six 
heads: (1) wide variations in prices paid for Middling cotton in the same market 
on the same date; (2) undue penalizing of the lower grades; (3) insufficient 
premiums for better grades, staples, and qualities; (4) unfair differentials in 
price between the Eastern and the Western section of the belt; (5) advantages 
gained through the farmer not knowing the exact grade, staple, and quality of his 
cotton; and (6) continuous and complete failure of competition in securing a 
fair price to the farmer for his cotton. 1 

The cooperative plan of marketing has made some progress toward 
solving these problems, but much remains to be done. Many of the 
cotton growers do not seem to appreciate the possibilities for better 
results offered by the cooperative association. 

Some International Complexities . — The price of cotton under normal 
conditions and in the long run is determined in the world markets, and 
not in the United States. Since we produce approximately 50 per cent 
of the world supply and export normally 55 to 60 per cent of our output, 
we have an important position in the industry. The very fact that we 
export such a large portion of our supply places us in a vulnerable position. 
We should have to eliminate almost 50 per cent of our production before 
we could get on a domestic price basis or we should have to pay bounties 
on exports before we could effectively raise prices by artificial means. 
As we reduce our domestic output in our attempt to raise the world price, 
other producing nations tend to increase their output. To the extent 
that they succeed they counteract and nullify our attempts.* 

The processing tax on cotton raised considerable objection from 
consumers and manufacturers. Rather extravagant charges were 
made as to the effect of the tax on the prices paid by the consumer of 
cotton manufactured goods. It appears that the tax of 4.2 cents a 

1 Montgomery, Robert H., The Cooperative Pattern in Cotton, Chap. I. 

* Cf Table 47 and p. 315. 
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pound on cotton equaled about 5 per cent of thi retail price of a cotton 
shirt. It cost on the average about $1.25 per capita annually, or $5.00 
for a family of four. 1 The processing tax accounted for 8.6 per cent 
of the total cotton textile mill expenses for lawn, 11.2 per cent for broad* 
cloth, 12.5 per cent for print cloth, and 15.4 *per cent for narrow sheeting. 3 
The prices of cotton manufactured goods were raised also by the code 
provisions, which raised wages, reduced hours of labor, and provided 
other restrictions on production. The Japanese have been able to buy 
American cotton at the world prices, manufacture it into cloth, and sell 
it in the United States and other countries in competition with the 
American and European cotton goods manufacturers. They have been 
able to do this because of the long hours worked by labor in Japan, the 
low wages and taxes paid, and the greatly depreciated yen, which allows 
foreign countries to buy more Japanese goods with a smaller quantity 
of their own money, and the generally disorganized state of international 
trade. The American cotton farmer has benefited from this Japanese 
trade expansion since Japan has increased her purchases of raw cotton 
from the United States. It is not clear, however, how much has been 
lost through the American manufacturer’s not being able to sell as much 
abroad and at home as formerly. 

The Miscellaneous Group of Farm Crops. — The miscellaneous group 
of agricultural products comprises such goods as raw rubber, cacao, 
copra, raw sugar, tea, coffee, and tobacco. They are produced, typically, 
on plantations hundreds of miles from the major consuming centers. 
The marketing problems and practices vary widely among the members 
of this miscellaneous group. A number of these products, however, 
notably sugar, rubber, tobacco, and coffee, have been confronted with a 
common problem in dealing with over-production. The producers have 
tried to solve this problem through the control of production or the 
control of the flow of the product into the market. To this extent they 
anticipated the practices of the A.A.A. by several years. In each case 
the methods failed to produce the results anticipated and the plans were 
abandoned or greatly modified. 

The marketing process followed in getting green coffee from the 
plantation to the roaster is used to represent this group of agricultural 
products. The analysis and discussion should be regarded as a case 
rather than as a typical illustration. 

Marketing Coffee. — The coffee growers of Brazil, who normally pro- 
duce approximately 70 per cent of the world’s supply, were perhaps the 
first of the agricultural producers in modem times to secure the direct aid 

*Sdstorial, New York Journal of Commerce , Dec. 17, 1934. Figures quoted from 
estimates by U.S. Department of Agriculture officials. 

*Btteinen Week, p. 9, Apr. 20, 1935. 
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of their government in manipulating prices and Later in controlling supply 
through destruction of a portion of the commodity* They have been 
wrestling with their problems of production and marketing for many 
years. As late as 1935 the government had to abandon the scheme of 
supporting the price of green toffee on the level attempted because of the 
stimulation of production in other countries. The situation is quite 
comparable with the cotton problem in the United States. An interesting 
situation has developed in that Brazil has greatly expanded her cotton 
production as the United States has curtailed hers. This country cannot 
retaliate by producing coffee, however, owing to climatic limitations. 

The demand for coffee is widespread throughout Europe and North 
and South America. The total average annual consumption is estimated 
near 2,750,000,000 pounds. The United States alone consumes twice 
as much as any other nation. This country quite probably accounts 
for as much as 40 per cent of the world’s consumption. The per capita 
consumption in the United States is approximately 12 pounds a year. 1 

The market for the coffee planter is in reality the roaster. The prod- 
uct is generally processed — t.e., roasted, glazed, and usually ground — 
before it reaches the consumer. The demand for green coffee on the 
part of the roaster, obviously, depends directly upon the demand for the 
roasted product. Coffee, as a beverage, depends for its popularity upon 
its flavor, which may be secured through skillful blending of different 
varieties; a stimulating effect; and a habit-forming tendency. Because 
of these factors the demand is fairly constant and quite inelastic. 

While the demand for roasted coffee is decidedly small-scale, the 
demand for green coffee on the part of some roasters is large-scale. A 
large number of small roasters, however, are scattered throughout the 
country. There are several different kinds of roasters, the more impor- 
tant being those owned by the large food companies, chain stores, mail- 
order firms, wagon retailers, such as the Jewel Tea Company, wholesale 
grocers, and the independent roaster who sells under his own brands. 

Characteristics of the Supply . — Green coffee represents a highly con- 
centrated value and is relatively non-perishable. If it is kept dry, there 
is a tendency for the product to improve in quality with age. The coffee 
bean, as it comes from the tree, is of different sizes, shapes, and qualities. 
Grading is necessary in order to separate the undesirable from tHe 
desirable beans. The quality of the product seems to depend upon soil, 
climate, and weather conditions. Brazil is the world's largest producer 
of coffee, yet a quality that is generally regarded as superior comes from 
Colombia, Venezuela, and Java. 

1 In a survey made in 32 cities in which 10,000 individuals from 2,363 fa m i li e s 
were interviewed, it was found that 69 per cent of the individuals drank coffee. The 
United States imported 1,598,107,000 pounds of coffee during the year 1933-1934. 
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The grades of coffee are represented by name* The most important 
grade is Santos; other important grades are Jaya, Rio, Mocha, Bogota, 
Pcsaberry, and Blue Mountain. Green coffee is usually classified accord- 
ing to weight, grade, and age. Santos No. 4 serves as the basis for 
market quotations. 1 Coffee is divided into types for trading on the 
New York Coffee and Sugar Exchange. 

In determining the type, the coffee is graded by the number of imperfections 
in it. These are black beans, broken beans, shells, immature beans (quakers), 
stones, and pods. For counting the imperfections, the black bean has been taken 
as the basis, and all imperfections, no matter what they may be, are calculated 
in terms of black beans, according to a scale which is practically as follows: 

3 shells ' 

5 broken beans 

^ 5 quakers 

1 pod 

1 medium-sized stone 

2 small stones 
1 large stone = 2 to 3 

By this scale, a coffee containing no imperfection would be classified as type 
No. 1. The test is made on one-pound samples. If a sample shows six black 
beans, or equivalent imperfections, it is graded as No. 2; if 13 black beans, as 
No, 3; if 29, as No. 4; if 60, as No. 5; if 110, as No, 6; if more than 110, as No. 7 
or No. 8, which are graded by comparison with recognized exchange types. 
Coffees graded lower than No. 8 are not admissible to this country. 2 

The Method of Production. — Coffee grows on small trees or bushes. 
The plantation owner cannot readily shift from coffee to some other crop 
or vice versa. His situation is quite similar to that of the orange or apple 
grower in this respect. He operates on a large scale. The volume of 
production is influenced by new plantings and weather conditions. The 
coffee planter specializes in coffee and typically produces no other product 
lor market. The fact that a large portion of the coffee crop normally 
leaves the plantations during the period from September to December 
necessitates the provision of adequate storage facilities at various points 
along the route to the roaster. The State of S&o Paulo depends almost 
entirely upon coffee for its prosperity, and 50 to 60 per cent of the total 
exports of Brazil is coffee. 

Attempts at Control. — The producers of coffee, in common with so 
mapy other producers of agricultural products, have suffered greatly 
from over-production. The government of Brazil at one time attempted 
to restrict the planting of coffee trees. This was a slow and uncertain 
method to remedy an existing evil. A so-called valorization plan was 

* Rho&des, vp. cit ., p. 549. 

*/M i, pp. 553#. 


= 1 black bean 


black beans 
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tried next. The government bought coffee and -withheld it from the 
market. The amount in the hands of the government soon became 
enormous, so government purchase was abandoned and the coffee turned 
over to trustees. With restricted exports, limited sales, and a reduced 
output, the price of coffee by 1910 advanced sharply. During the drastic 
deflation following the close of the World War the price of coffee fell to an 
unsatisfactory level. 1 A valorization plan in which the government or 
its representative bought up and held in storage large quantities of the 
product was again attempted. Under this plan prices advanced sharply 
from the crop years 1921-1922 to 1928-1929. The rapid accumulation 
of unsold stock and the greatly increased production in other coffee- 
producing countries finally brought about a drastic reduction in coffee 
prices during the depression. The plan in its later development was 
effective in controlling the rate of flow of coffee from Sfio Paulo to the® 
world coffee markets, but it failed to control the volume of production 
and to prevent the accumulation of large Btocks of coffee in Brazil. This 
condition broke prices and forced abandonment of this particular scheme. 
Finally, strict regulation of the industry through cooperation of the 
federal and state governments brought temporary relief. New plantings ' 
of trees were prohibited; deliveries and shipments from the coffee ports 
were reduced by a system of free and retained quotas; and large quantities 
of the product were destroyed. The 1933-1934 crop, however, was the 
largest to that date ever harvested. The government purchased 40 per 
cent of the crop and destroyed it so as to keep it off the market. Brazil 
is reported to have destroyed 8,266,000 bags of coffee during 1934; a 
total of 34,108,000 bags — equal to more than two years’ production — was 
eliminated from June, 1931, to January, 1935, in the attempt to reduce, 
the surplus and maintain prices. The ultimate outcome is, however, 
uncertain. The higher prices temporarily secured encouraged increased, 
plantings and production in other countries with the result that early in 
1935 the Brazilian government allowed prices to decline so as to discourage 
this actual and potential competition. The production in Brazil, accord- 
ing to the reported official estimate, in 1934-1935 was 14,102,000 bags. 
The pre liminar y estimate of the 1935-1936 crop was 18,000,000 to 
20,000,000 bags. Production during the last period of control increased 
materially in other countries of South and Central America and in 
East Africa. 

Marketing Practice . — The planter usually ships his coffee to a cop- 
mission house in Santos or in Bio de Janeiro. Practically all of the 
Brazilian coffee exported passes through these two ports. The commis- 


1 The spot price of Bio No. 7 on the New York market in July, 1913, was 9 H cents; 
in 1919 It was 25 cents; by March, 1921, it had fallen to 5 H cents (cf. Brown, op- dt., 
Chap. IX). It was 5J4 cents Mar. 14, 1931, and 6% to 7 cents on Jan. 29, 1986. 
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sion men assemble, grade, and store the green berries. They receive the 
coffee just as it comes from the plantation in various sizes, grades, and 
conditions. The commission men typically sell to exporters through 
brokers. The Brazilian Government at times in the past bought directly 
from the producers and acted as exporter* An importer may, in some 
instances, buy directly from the commission house or, more rarely still, 
from the producer. 

The practice among New York importers now is to buy coffee on either the 
basis of f.o.b. deliver steamer at loading port, or delivery c. & f. (cost and freight) 
or c.i.f. (cost, insurance, and freight), port of destination. Payment is made by 
letter of credit on a New York or London bank, entitling the exporter to draw a 
90 dayB* sight draft against the shipping documents. 1 

The exporter in Brazil typically sells through brokers in the leading 
coffee importing centers — in the United States, New York, New Orleans, 
and San Francisco. 2 These importing brokers may sell to jobbers who 
roast and blend the coffee and sell it to wholesale grocers; to other brokers 
who are acting for independent roasters, large wholesalers, and large* 
scale retailers. The last may buy directly from the import broker. The 
frequency of purchase, volume of purchases of the buyer, and, to some 
extent, his location determine whether any intermediaries are used. One 
of the large chains is reported to be the world’s largest importer and 
roaster of coffee. 

Coffee exchanges where both spot and future transactions are carried 
on are located in New York City and Havre, France. The exchange 
performs an important service in collecting and disseminating information 
about the condition of the growing crop, quantity in storage, amount 
afloat, and market conditions, in addition to providing facilities for 
trading in futures. 

Problems of Sugar Control. — The following quotation expresses in a 
su mm ary form some of the marketing difficulties encountered by the 
Cuban sugar industry and some of the steps taken to meet the situation. 

Since 1925 Cuba has vainly sought means to stabilize the sugar industry. 
Alone and by means of agreements with other sugar-producing countries, Cuba 
has attempted to reduce production to the level of consumption. Inadequate 
international co-operation has limited the success of such programmes, but Cuba 
has actually reduced output from a peak of 5,189,000 long tons in 1924-25 to 
2,910,000 tons in 1932-33, and 2,300,000 tons in 1933-34. In return for the 
teM preferences granted by Cuba on practically all dutiable articles, until 
feeentiy Cuba has received no major considerations from the United States. 
In fact, the protective tariff has permitted a steady expansion in sugar production 

1 Bhoams, op. tit., p. 654. 

* Chicago is an important coffee-roasting and distributing center. 
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in the insular possessions and in the relatively inefficient beet sugar industry. 
The present administration has recognized this situation and the tariff on Cuban 
sugar was reduced from $2.00 per cwt. to $1.50 per cwt. on May 9, 1934. On 
August 24, a treaty was signed by Cuba and the United States providing for a 
substantial degree of reciprocity and for a reduction to 90^ per cwt. in the 
American tariff on the amount of Cuban sugar admitted under the quota allowed 
by the Agricultural Adjustment Administration. Recently, sugar prices in the 
United States have risen substantially and with the assurance of an annual quota 
for the United States, Cuba will be able to adjust production to a known market. 
Such an adjustment should permit the re-establishment of moderate stability 
in the Cuban sugar industry. 1 

Some Problems Met in Marketing Rubber, — The United States holds 
a position in the rubber industry similar to that held in the coffee trade in 
that this country furnishes the greatest volume of demand for raw rubber 
and at the same time produces none of the raw product. The manufac- 
turers of rubber products have to depend on two entirely different groups 
of producers for their crude rubber supply — the natives, who produce in 
small quantities in a crude way, and the European- or white-owned 
plantations, which produce in units of varying size but use machinery. 
This latter group furnishes the better grade of product. 

The system of marketing rubber does not bring close contact between 
producer and user. The plantations typically sell their rubber through 
agents or brokers. Only a very small minority sells direct to the manu- 
facturer. Rubber is graded and sold on the market on the basis of 
appearance; the actual requirements of the users are not given much 
consideration. 

For the purpose of improving the average quality of the plantation 
output, the Department of Agriculture of the Federated Malay States 
suggested in 1935 that the users’ requirements be considered during the 
meeting of the American Chemical Society. The requirements proposed 
for consideration were 

1. Uniform Rate of Vulcanization. — To produce stocks of uniform strength 
and stiffness. 

2. Uniform Age Resistance. — To produce stocks which will have satisfactory 
endurance. 

3. Cleanliness. — To eliminate washing of rubber and improve quality. 

4. Freedom from Deleterious Materials. — To eliminate danger of premature 
deterioration. 

5. Freedom from Diluents. — To maintain high quality and uniform prefh 
erties. 

6. Uniform Plasticity. — To facilitate processing. 

7. Softer Rubber.— To eliminate costly plasticizing process now in use. 

8. Better Packaging.— To facilitate handling and insure cleanliness. 

1 Royal Bank of Canada, September, 1934. 
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9. Lower Water Absorption. — Important for special purposes. 

10. Light Colored Sheet. — Plastic material for light colored articles. 1 

The Marketing of Live Stock. — The economic significance of the live- 
stock industry in the United States is indicated by the gross income 
received by the producers from the sale of the animals and the products, 
the number of farmers engaged in production, and the geographical 
distribution of the industry. The American farmer enjoys a large 
income from the production and sale of a varied aggregation of domesti- 
cated animals and products derived from live stock. The following table 
indicates the gross income received by the American fanner from these 
sources during the period indicated: 

Table 50. — Gross Income from Live Stock and Their Products 1 


Year 

Gross Income 

1926 

$6,012,000,000 

1927 

5,799,000,000 

1928 

6,066,000,000 

1929 

6,507,000,000 

1930 

5,636,000,000 

1931 

4,222,000,000 

1932 

3,043,000,000 

1933 

3,111,000,000* 

1934 


1935 



1 17.5. Department of Agriculture, Yearbook 1935, p. 072. 

* The figures for 1933 do not include rental and benefit payments. 

There are more than 6,000,000 fanners scattered throughout the 
United States producing food animals for the foreign and domestic 
markets. Three-fourths of the marketable live stock of the country, 
however, is produced west of the Mississippi River, while the largest 
meat-consuming centers are east of the river. A total of 20,000,000,000 
pounds of meat — a new record — was consumed in the United States in 
1034.* The problems encountered in marketing live stock and the 
various kinds of animal products are quite distinct from those encountered 
m selling farm crops. The problems of marketing live stock differ 
widely, for example, from those associated with the selling of dairy 
products, wool, and eggs. 

The marketing procedure followed in the marketing of hogs is used to 
illustrate the marketing process as it applies to the marketing of live 
stock, while the marketing of dairy products is used as a case representing 
the animal-products group.* 

1 Statement by G. A. Sackett of the Goodyear Tire and Rubber Company, 
i •Quoted in the New York Journal of Commerce, Apr. 24, 1935. 

* The per capita consumption of lean meat and fish for the period 1929-1933 was 
a-ISS pounds. 

: ‘Use Chap. XI for dairy products. 
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The important position held by live stock as distinct from that held 
by the products is indicated in Table 51, which shows the gross income 
received by the producers from the sale of hogs, cattle, and sheep for the 
years indicated. 

Table 51. — Gross Income Received from the Sale of Hogs, Cattle, and Sheer 1 


Year 

Gross Income 

1926 

$2,922,000,000 

1927 

2,664,000,000 

1928 

2,727,000,000 

1929 

2,805,000,000 

1930 

2,448,000,000 

1931 

1,719,000,000 

1932 

1,123,000,000 

1933 

1,186,000,000 

1934 


1935 



1 U . S . Department of Agriculture , Yearbook 1935, p. 672. 

The drastic decline in income after 1929 was due to the falling prices 
rather than to a decline in the physical volume of sales. In 1931 approxi- 
mately 9,308,270 cattle weighing 8,787,382,000 pounds were marketed; 
the figures for 1933 were 8,978,200 and 8,507,018,500, respectively. 
Approximately 5,503,500 calves were sold in 1931 and 5,087,000 in 1933. 
The number of sheep and lambs sold in 1931 was 20,445,000; in 1933 the 
number was 18,675,000. The value of poultry slaughtered and dressed 
in factories was $130,161,230 in 1929; the value was $97,560,000 in 1931, 
a decline of 25 per cent from 1929; the value was $66,153,000 in 1933, a 
decline of 32.2 per cent from the 1931 figure. 1 

The Marketing of Hogs. — The gross income normally received by the 
farmers of the country from the sale of hogs is larger than that received 
from any other one agriculture product. Almost 49,525,000 hogs weigh- 
ing 11,333,000,000 pounds were slaughtered in 1931, compared with 
50,241,000 weighing almost 11,500,000,000 pounds in 1933.* These 
figures represent substantial increases over 1928 and 1929. 

Characteristics of the Demand for Hogs . — Pork is utilised as a sub- 
stantial food product among millions of people in Europe, Australia, 
Asia, and the Americas. Pork is taboo, however, among the orthodox 
Jews and Mohammedans. The demand for pork products centers in 
the large industrial cities. Hogs in large numbers are slaughtered yearly 
on the farms of the country and consumed there. With the rapid growth 

1 1933 Census of Manufactures. More than 15,000,000 head of cattle and 9,000,- 
000 calves were shipped or slaughtered locally in 1933. 

* More than 58,000,000 head of hogs weighing in excess of 13,000,000,000 pounds 
WSre slaughtered locally or shipped during 1933; 6,411,000 head weighing more than 
443,000,000 pounds were purchased by the A. A, A.; and 16,213,000 head weighing ha 
cxceea of 8,626,000,000 pounds were slaughtered on farms during 1933. 
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o§ cities and the development of refrigeration, a larger mid larger portion 
erf the farm production is being shipped to markets where the a n i mate 
are slaughtered and sold as fresh meat or further processed and sold as 
cured meat. The loss in weight in slaughtering is indicated by the 
following figures: in 1933 the average weight of the live hog was 228 
pounds; when dressed the average weight was 167 pounds, a loss of 
61 pounds; the figures for 1931 were 229 and 169 pounds. The demand 
for swine is expressed through two important agencies, the meat packer 
who buys the live animal, slaughters it, and prepares the carcass to meet 
the wants of the buyers; 1 and the stockman who buys the young animal 
for further feeding so as to put it in better condition for the packer. 2 

The demand for pork products is fairly constant. The fresh cuts are 
eaten extensively during the cool months, and the cured parts, such as 
bacon and hams, are eaten in larger quantities during the wanner months. 
The average per capita consumption of pork in 1927 was 68 pounds; in 
1928 the average consumption rose to 74 pounds. The consumption 
of pork is affected, to some extent, by the price of beef. Thus when 
the price of beef is high relative to pork, the consumer eats a larger 
proportion of pork products. If the price of beef drops materially, less 
pork is bought and more beef. During a part of 1934 the price of beef 
was relatively much lower than the price of pork; as the price of pork 
rose the demand shifted to beef. The effect of the drought, which at 
first produced an over-supply because of forced selling, later caused a 
shortage of both cattle and hogs. By the first of 1935 the prices of both 
beef and pork had gone up so much that consumers began to complain. 2 
The demand for these meat products tended to display its elastic quality 
by shifting to other products used as substitutes. The consumption of 
meat is greatly reduced in some localities on certain religious holidays — 
especially during Lent, on Ember Days, and on Fridays. 

Since large groups of people regard meat as a necessity, they want it 
sold in stores that axe conveniently located. Many grocery stores have 
established meat markets so as to meet this desire of the consumer. The 
quick-freezing process, together with the new type of store refrigerators, 

1 In addition to the fresh cuts, such as loins, shoulders, and ribs, some of the meat is 
made into s aus a ges, lard, and bacon; the hams are smoked, and other parts salted or 
pickled. The non-edible portion is manufactured into a large variety of by-pioducts. 
Approximately 90 per cent of the beef in this country is consumed fresh, 3 per cent is 
firasen, 3 per cent cured, and 4 per cent canned. 

< # * There is, In addition, an important demand for pure-blood animal s for breeding 
purposes. This is a small-scale demand. 

*By the middle of August, 1935, the price of hogs on the Chicago mar ket was 
hbove fl2 a hundred which was the highest price since 1926. Consumers throughout 
the country were “striking” and demanding lower prices. The shortage in supplies 
which caused the great increase in price over 1934 was due to the activities of the 
A.A.A, and to the drought. 
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makes it possible to sell fresh meat products in a large number of the 
400,000 (more or less) retail food stores. The growth of the combination 
food store, as was stated in an earlier chapter, was rapid during the 
period 1929-1934. 

Characteristics of the Supply Factors . — Since the producer typically 
sells his hogs on the hoof, the product, in this form, is fairly large and 
bulky. It is in many respects highly perishable. The modem heavy ‘ 
fat hog must be cared for carefully during its transportation from the 
farm to the packing house. Profits are greatly affected by disease, 
weather conditions, and accidents during shipping. The supply of hogs 
is much more elastic than that of cattle. 

Live stock, as it leaves the farm, represents a wide range of charac- 
teristics. 

Some possess excellent conformation, whereas others are ill shaped and rough; 
some are fat and others are emaciated; some are very young and others old; some 
heavy and others light; and, finally, some represent the highest degree of quality; 
whereas others are extremely deficient in quality. 1 

It is the function of the marketing process to bring this great variety 
of animals into such a situation that the people who can utilize them to 
the best advantage may have an opportunity to buy them. To accom- 
plish this economically, the live stock should be assembled into groups on 
the basis of certain significant characteristics. The process of classifying 
animals according to predetermined standards is known as grading. 

Economic Value of Grading. — The grading of live stock before sale 
accomplishes four major purposes. 

(1) It enables the buyer to get the animals he needs without buying some tor 
which he has no use. (2) It makes possible an accurate determination of values. 
(3) It enables the producer to sell his live stock strictly on its merits. (4) It 
makes possible accurate and intelligible market reporting by providing a name or 
label for each group and having the meaning of such group names clearly under- 
stood by all interested parties.* 

Table 52 giveB the established classes and grades for hogs. There are 
five major classes. Three of these may have two sub-classes, t'.e., 
daughter and feeder. There are, on the basis of use, four classes, viz., 
butcher, bacon, packing, and roasting. The weight classifications and 
grades are given in the last two columns.* 

Conditions of Production. — Hogs are produced on a small scale. It is 
estimated that no less than 5,000,000 American farmers, scattered 

1 "Market Classes and Grades of Live Stock,” US. Department of Agrieuttwrt, 
Suit. 1890. 

•Ibid. 

*UA beef grades are prime, choice, good, medium, and common; and the two 
sub-grades, Cutter and low cutter. 
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Table 52. — Swine Classes an» Grades 1 


m 


Class 


Sub-class 


Use 
selection 


Weight selection, 
pounds 


Grade 


Barrows and gilts. 


Sows. 


Bomb. 


Kg.. 


( Slaughter 

Feeder 

Slaughter 

Feeder and 
stocker 

Slaughter 

Slaughter 

Slaughter 

^Feeder 


f Butcher 


Bacon 


Packing 


Roasting 


{ Lightweight, 130-160 
Light, 160-200 
Medium, 200-250 
Heavy, 250 up 

* 

/Heavy, 210-225 
* Medium, 180-120 
) Light, 160-180 
(.Light light, 130-160 
Light light, 130-160 

S light, 250 down 
Medium, 250-300 
Heavy, 300 up 

{ Light, 175 down 
Medium, 175-250 

(light, 350 down 
/ Heavy, 350 up 

All weights 

i25 down 
light, 60-100 
'Heavy, 100-130 

.Light, 70 down 
Medium, 70-100 
'Heavy, 100-130 


1, 2, 3, 4, 5 
Al, 1, 2, 3, 4 
Al, 1, 2, 3, 4 
Al, 1, 2, 3 

1,2 

Al, 1, 2 

1,2 

1, 2, 3, 4, 5 

1, 2, 3, 4, 5 

2,3,4 

2,3,4 

2,3,4 

2, 3, 4, 5 
2, 3, 4, 5 

2, 3, 4, 5 
2, 3, 4, 5 


1, 2, 3, 4, 6 
1, 2, 3, 4, 5 
1, 2, 3, 4, 6 

1, 2, 3, 4, 6 
1, 2, 3, 4, 6 
1,2, 3,4,5 


1 Plumb, C. 8., Marketing Farm Animate, p. 208. 


throughout the forty-eight states, raise hogs. 1 The bulk of the produc- 
tion, however, centers in the com belt. The economical production of 
, hogs depends upon an abundant Bupply of com. The volume of produc- 
tion seems to go through rather well-defined cycles of approximately four 
years in length. Large production brings low prices, which leads farmers 
to curtail production; the reduced supply causes prices to rise again, 
whfch in turn seems to stimulate production. ■* 
Bog-corn Ratio. — There is a decided seasonal element in the produe- 
ticmand marketing of hogs. Slaughter is greatest in November, Decem- 
ber, January, February, and June; it is least in August and September. 
- * • , ■ , ; 

. . '4 Swine travel, on the average, 250 miles in going from the farm to the oomfumer; 
Settle, 650 mites; and sheep, 800 miles. 
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Production is greatly influenced by the hog-com ratio, i.e., the relation- 
ship existing between the price of com and the price of live hogB. 1 When 
the price of com is low compared with the price of hogs, farmers find it 
profitable to feed com to swine, so supplies of pork tend to increase. 
When the price of com is high, fanners usually find it more profitable 
to sell the com. Farmers in the com belt really market their com in 
the form of pork. There was a favorable hog-com ratio from 1925 
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Chart IX.— Hog-corn price ratios and hog marketings.* The relationahip between the 
price of hogs and the price of corn in a large measure creates the hog cycle. The upper part 
of this chart shows the deviations in hog-corn price ratio from its average. The lower part 
shows the changes in hog marketings (after eliminating the seasonal variations) . A period of 
gieater-than-average hog-com price ratios is followed by an increase in. hog marketings ft 
year or two later, whereas a period of smaller-than-average ratios is followed by a decrease 
in marketings. 





to the middle of 1927; the years 1928-1930 were relatively unfavorable. 
The droughts in 1933 and 1934 plus the A.A.A. reduced the supply of 
corn so that the price rose relatively to the price of hogs. The hog 
population declined 35 per cent from January 1, 1934, to January 1* 
1935. The unfavorable hog-corn ratio during 1933 was one of the causes 
of the decline. During 1935 the price of hogs rose more rapidly than 
that of com, thus producing a favorable ratio. Chart IX indicates the 
hog-com ratios and hog marketings for the period 1901—1933. # 

1 The hog-com ratio measures the number of bushels of com a hundredweight of 
live hop will buy. The feeding ratio is favorable to producers when hop will pur* 
chase a maximum of com. When the price of 100 pounds of live hop is shove the 
price of 10 bushels of com, the hog-com ratio is said to be favorable. 

*Btnus»psXi O. A. f “Economic Facts about the Hog Industry,” VJL Depart* 
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Factor a Thai Dominate the Hog Market . — The fiiuguripl success of the 
hog industry depends upon the ability of the producers to adjust their 
supply to demand and to produce the classes and grades that are wanted 
by the consumer, as well as to see to it that the marketing process is 
economically performed. The dominant'influences in the hog market, 
according to the U.S. Department of Agriculture, are 1 

... (1) the supply of hogs on the market and expected to arrive on the market 
within the next few months, (2) the quantity of hog products in storage, (3) the 
general price level, (4) general business conditions, (5) the prices of alternative 
products. The general level of demand, both here and abroad, are both important, 
- but ordinarily change only slowly. 1 

The A.A.A., Hogs, and Com. — The farmers were unable, during the 
period 1930-1933, to sell their hogs at a satisfactory price. This meant 
that the corn-belt fanners were unable to market their huge com crops 
at a price that covered costs of production. The general feeling developed 
that there were too many hogs and too much corn. The federal govern- 
ment decided to solve the problem by reducing the supply of hogs and 
the com acreage. The farmers were offered benefit payments, according 
to the reduction made, from the proceeds of a processing tax collected 
from the packers. Some of the excess supplies of com were to be held 
on the farms by the growers. The government made this possible by 
agreeing to loan the farmers an amount per bushel that was, in some 
instances, in excess of the market price. 

The plan developed by the A.A.A. to reduce the hog supply was for 
the federal government to buy and slaughter 6,000,000 pigs which 
weighed not less than 25 pounds or more than 100 pounds each, and a 
large number of sows. The price paid for the pigs was above the market 
{nice.* A rate as high as $9.50 a hundred pounds was paid for pigs 

1 U .8. Department of Agriculture, Butt. 1440. 

• According to a study published by the Armour Livestock Bureau, the seasonal 
price trends for the different kinds and grades of cattle vary considerably, thus (1) 
seasonal tendencies in price of the best grades of steers are just the opposite of the 
seasonal tendencies in the price of common steers. (2) Best prices for top grades of 
steers are reached in September and October, while yearly "lows” normally come in 
April and May. (3) Best prices for common steers are usually reached in May, 

, and the lowest from August through November; the same is true for low-grade cows. 
(D Best prices for Stockers and feeders are usually reached in May; the lowest are 
reached in July, August, and December. (5) The number of low-grade cows in 
slaughter increases sharply during the fall months and reaches a decided peak in 
November. Price tendencies are the reverse of this movement to slaughter. 
Armour h Company, Monthly Letter to Animal Husbandmen, June, 1931. ■ 

* The government actually bought 0,188,717 pigs and 223,247 sows due to farrow; 
1,883,650 head of pigs were large enough to process into meat; the others were menu- 
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weighing 25 pounds. For hogs that weighed more than 100 pounds the 
government paid $6.00 a hundred pounds. For sows due to farrow, 
weighing 250 pounds or more, a bounty of $4.00 a head was paid; in 
addition, they were not subject to the customary dockage. As a result, 
the bounty actually amounted to about $5.00 a head. The Emergency 
Relief Administration purchased the edible meat resulting from the 
slaughter at a price sufficient to defray the costs of processing, storage, 
freight, and ha n dling; inedible portions were dumped or turned into 
grease. The success of the hog-reduction plan was reflected by high 
prices and large volume of imports during 1935. During the first seven 
months of 1935, the United States imported more than 67,000,000 pounds 
of meat products; 1,734,683 pounds of hams, Bhoulders, and bacon were 
imported during the period. 

This method of reducing the supply of hogs was financed through a 
processing tax. 1 The plan was expected to remove 1,200,000,000 pounds 
of hogs from the fall and winter 1933-1934 supply. Since the supply 
of hogs is so closely related to the supply of com, it was thought necessary 
to take measures to reduce the com supply. Thus for every reduction 
of 10 head of hogs, 7 to 8 acres of com land should be withdrawn. The 
A.A.A. came to the conclusion that the annual production of hogs should 
be reduced by 20 per cent, or a total of 10,000,000 head, while the com 
output should be reduced by from 350,000,000 to 500,000,000 bushels. 
To make up for the farmers who refused to sign contracts, the individual 
farmers who did sign were asked to agree to reduce their com acreage 
20 per cent and their hog production 25 per cent. Thus the plan for 
1934 called for a payment of a maximum of $350,000,000 in benefit 
payments to farmers who agreed to follow the administration’s plan. 
The individual farmer received 30 cents a bushel on the average annual 
production, secured on the land withheld from com production, during 
the five preceding years. He received also $5.00 a head on the number 
of hogs equivalent to 75 per cent of the average number produced and 
sold annually during the two preceding years. Approximately 1,160,000 
farmers were reported to have agreed to the plan. When the farmers 
were asked to vote on the continuation of the plan for 1935, approxi- 
mately 67 per cent of those who voted were favorable, but only about 
half of the producers eligible to vote did so. 

The corn-hog producers received, in the form of government payments, 
$101,945,334 to October 1, 1934. This amount is second only to th%t 


featured into fertiliser, tankage, and inedible grease. This plan reduced market 
supplies about 1,000,000,000 pounds. This helps to explain part of the dfetreadag 
shortage in meat supplies that occurred in 1035. 

1 The processing tax was $3.25 a hundred pounds, April, 1035. 
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received by the cotton growers. 1 During the period ^5,^1,878 ww 
paid in purchasing surplus hogs. The A.A.A. contract for 193 provi 
for a 10 per cent minimum reduction in corn acreage below the average 
for 1933-1933. The minimum for 1934 was 20 per cent. The reduction 
was limited to 30 per cent for both 1934 and 1935. The nummunj 
reduction of hogs for 1935 produced for market was placed at 10 per cent 
, below the 1932-1933 base; it was 25 per cent of this base for um. 
Stoners were allowed 35 cents a bushel on the estimated com yield of 
the acres retired from production in 1935 compared with 30 cents received 
in 1934. These com-abandoned acres may be used for any purpose 

except for growing field com. . 

The hog base used is the average number of hogs produced for market 
from Utters farrowed in 1932 and 1933. The 1935 contract provided for 
the payment by the government of $15 a head on 10 per cent of the hog 
base. The earlier contract, as was stated above, provided for a payment 
of $5.00 a head on 75 per cent of the hog base. The farmer, in order to 
receive the benefit payments, had, of course, to conform to all regulations 
and administrative rulings prescribed by the Secretary of Agriculture. 2 

Effect of the Processing Tax on Meat Prices. — Who paid the process- 
ing taxes? The packers collected the tax but probably paid very little if 
any of it out of what would otherwise have been their profits. When 
suppUes are bountiful, as in 1933 and the greater part of 1934, there is 
evidence supporting the belief that the farmers pay the tax by being 
forced to accept a lower price for their shipments. When supplies are 
low, as was the case in 1935, 3 prices rise drastically whether there is a tax 
or not. The consumer who continues to buy the high-priced products 
apparently then pays the major portion of the tax. Since the demand for 
meat is somewhat elastic, the consumer begins to substitute other prod- 
ucts for pork. This practice tends to prevent the price from going still 

*The A.A.A. had purchased, by Sept. 1, 1934, approximately 5,165,000 head of 
cattle in the drought area of the western states. Purchase and benefit payments 
totaling $48,328,659 were paid to 278,577 farmers. The average price paid per head 
Was $13.54. The number of cattle finally bought was reported at approximately 
8^000,000 head. The number of cattle on farms in the spring of 1935 were estimated 
to be only 11.2 per cent lower than the year before, yet prices were almost double 
thrise of the preceding year. The number of cattle and calves on farms Jan. 1, 1935, 
totaled 60,667,000 compared with the ten-year average of 61,257,000. The number 
. Jan. 1, 1934, was 68,290,000, an all-time peak. Storage holdings of beef in public 
warehouses and packing plants on May 1, 1935, were 78,000,000 pounds, or 7 percent 
pSftterthan the previous year, and 58 per cent greater than the five-year average for 
Jittjr I. The 1935 holdings were exclusive of the holding of the F.S.R. Corporation. 
;J3Pbes© surplus supplies were rapidly depleted during 1935. 

* The contract contained provisions barring the signers from assigning any of their 

under the contracts. 

• The hog supply for 1935 was approximately 35 per cent below normal, the 
lowest in fifty years. Prices rose 125 to 180 per cent above those of a year earner* 
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higher. The grower thus does not get so high a price as he would other- 
wise. 1 The processing tax was equivalent according to some estimates to 
about 4 H cents a pound on pork products. 

Methods of Selling . — The producer of hogs sells them by various 
methods. He sells directly to the packers or to local butchers, and he 
may even slaughter some and sell the carcasses to his neighbors; he 
consigns shipments to commission men in the central market; he sells to 
country buyers in the local markets ; and, finally, he sells through coopera- 
tive associations. The choice of method used depends upon a number of 
factors, such as the volume of production, distance from market, relation 
of prices in the various markets, freight-rate structure, membership in a 
cooperative association, and the alertness of the fanner. 

Transportation. — Some farmers raise enough hogs to ship in carload 
lots; if so, they have a wider choice in the selection of methods of trans- 
portation. A large number of farmers, however, do not produce in 
carload lots. Those farmers living near packing centers may deliver 
less than car lots by means of trucks. A large number of hogs are so 
delivered to some of the smaller central markets in the com belt, such as 
Indianapolis, Evansville, Omaha, East St. Louis, and Detroit. Chicago 
receives relatively few delivered by truck, while Kansas City receives a 
large number delivered in this manner. There has been, however, a 
rapid increase in the number of live stock delivered by truck during the 
last few years. The total number delivered by truck to 17 large market- 
ing centers increased from 22,894,316 in 1932 to 29,542,873 in 1933, an 
increase of 29 per cent, while the total number delivered by rail declined 
from 33,531,000 to 31,077,867, or 7.3 per cent. The following live-stock 
market centers received more live stock by truck than by rail, with 
increases in truck deliveries in 1933 over 1932 varying from 21.8 to 
51.1 per cent: Cincinnati, East St. Louis, Indianapolis, Louisville, 
Oklahoma City, Omaha, St. Joseph, Sioux City, Sioux Falls, and Wichita. 
Truck deliveries to Chicago increased 64 per cent, while rail shipments 
declined 2.4 per cent, although rail shipments were still almost four tunes 
as large as truck shipments. Track shipments to Portland, Ore., declined 
11.6 per cent, and rail shipments declined 4.7 per cent. Bail and truck 
shipments to Milwaukee increased 0.7 and 17.8 per cent, respectively; 
to Sioux City, 14.3 and 21.8 per cent; and to Sioux Falls, 68.4 and 21.7 per 
cent. Rail shipments to Oklahoma City declined 37.2 per cent, while 
truck shipments increased 51.1 per cent.* m 

1 The weighted average prices per 100 pounds received by the growers ware 
1925-1926, <11.56; 1928-1929, $9.28; 1930-1931, $6.95; 1932-1933, $3.36. The 
price Dec. 15, 1933 was $2.92. After the drought, prices rose rapidly to above 
$12.25 in 1935; this price plus the $2.25 processing tax was equivalent to $14.50 a 
hundred pounds. . 

* Automobile FaeU and. Figures, 1934 edition. 
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Special stock ears are provided by the railroads for the transportation 
of live stock. The railroad companies usually allow an attendant free 
transportation while accompanying a carload of stock to market. 1 The 
transportation company makes out a waybill, indicating the shipper, 
the destination, and the consignee. The? owner must sustain all losses 
due to death of animals from natural causes, trampling, and smothering, 
when the transportation company has not been negligent. Upon arrival 
at the market, the stockyards company unloads and yards the animals. 1 
Later the commission men take charge of the hogs, offer them for sale, 
and render an account of sale to the shipper. 

Marketing Functionaries. — The middlemen that operate in the central 
live-stock market are commission firms who may be independent organiza- 
tions or belong to some cooperative association; yard traders; speculators; 
and scalpers. These market functionaries sell to the packers, order 
buyers, and speculators. 

The centralized marketing system characterizes our live-stock market- 
ing method. This system has many advantages and performs certain 
distinctive services; for instance, it furnishes an opportunity for establish- 
ing public price quotations, and it was instrumental in the establishment 
of grades and the development of definite standards for trading. There 
are, in addition, other advantages; thus the producer always finds in a 
mitral market a number of possible buyers,® skilled salesmen ready to 
sell his stock, and published records of receipts and prices. It furnishes 
-the buyer an assortment of classes and grades at a cost usually below that 
obtainable through direct buying in the country. The organization, 
development, and continuance of centralized markets depend upon the 
wide separation of the producer and the consumer of meat products. 
Conditions are changing somewhat with the increase in the density of 
population throughout the country. 1 In many instances the cost of 
meat is increased by shipping the live stock to a central market and then 
shipping the products back to the points near where they were grown. 

There have been developing, especially since 1921, small packers 
throughout the com belt and in some of the eastern states. It is fre- 
quently more economical for the producer to sell direct to these local 

1 The leading live-stock markets are located in Chicago, Kansas City, Omaha, 
East St. Louis, South St. Paul, St. Joseph, Sioux City, Indianapolis, East Buffalo, 
Milwaukee, Denver, Fort Worth, Jersey City, Pittsburgh, Cincinnati, and Oklahoma 
City, . 

• ‘The stockyards companies typically perform the following services: receive the 
animal s, give them yard room, shelter, feed, and water; weigh them, deliver the stock 
to the buyer, and reload when the stock is to be shipped out of the market. 

* It is estimated that there are as many as six hundred potential buying agencies 
in Chicago. 

*Cf. Armour it Company, Monthly Letter to Animal Husbandmen, Vol. VTH, 
No. 12. 
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packers than to ship to the large central markets. It is often possible, 
in other words, to shorten the route of this food product to the consumer. 
An interesting development took place during 1935, with reference to 
some of these small local packers. The supply of animala declined 
drastically as a result of the drought and the activities of the A.A.A. 
Since these local packers had very small inventories accumulated from 
the low-price period of the previous year, they were unable to secure 
adequate supplies so that they could sell in competition with the large ' 
packers who had large inventories of meat products carried over from the 
low-price period and who were able also to realize a profit on their by- 
products. The result was that many small packers were forced to close. 

A number of the better ones were able to sell out to the large packers. 

The producer is better informed and more interested about market 
conditions today than ever before, thanks to the radio, farm magazines, 
stock papers, and the efforts of the U.S. Department of Agriculture and 
many state agricultural colleges. The farmer who sells directly pays no 
commission fees, feeding, handling, and switching charges. There are 
disadvantages, such as a lack of volume and variety from which the buyer 
can select, and there is not a satisfactory situation for providing adequate 
price quotations. The percentages of direct shipments from Wisconsin, 
Minnesota, Iowa, Missouri, North Dakota, South Dakota, Nebraska, 
and Kansas, from 1920 to 1927, were as follows: 1920, 20.2 per cent; 
1921, 23.4 per cent; 1922, 24.08 per cent; 1923, 24 per cent; 1924, 22 per 
cent; 1925, 24 per cent; 1926, 27.12 per cent; 1927, 32.58 per cent, accord-’*’ 1 
ing to a study made by Armour's Live-stock Bureau. It has been 
stated that “directs” cost the packers more than comparable live stock 
at their own local markets, yet less than those reshipped from other 
public markets and handled more than once. 1 The percentage of 
directs tends to increase as hog production increases in each cycle. 1 

Cooperative Marketing. — Dissatisfaction on the part of the producer 
with the prices received for his live stock has caused him to give con- 
siderable thought to ways and means of reducing the costs of marketing 
and of controlling the volume of production and the rate of flow to 
market. The cooperative association was developed for the purpose of 
attaining these objectives. The farmers, in addition to working for 
lower freight rates,’ have set up their own local shipping associations and 
organised cooperative selling agencies in' the central markets to compete 
with the independent live-stock commission firms. As the volume of 
business handled by these cooperative agencies grew, they were able to 

1 Armour A Company, Monthly Letter to Animal Husbandmen, Vol. VIII, No. 11. . 

* Ibid,, No. 12. 

* It has been estimated that the freight rate averages 5.2 per cent for hogs, &S per 
cent for eattle, and 5.9 per cent for sheep. The total selling costs equal 3.8 per cent 
for hogs, 2.7 per cent for cattle, and 3.8 per cent for sheep. 
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show a profit which was divided among the members. The rebate in 
some instances amounted to as much as 40 per cent of the regular com- 
mission fee. It is reported that for several years the Central Cooperative 
Commission Company of St. Paul handled from 33 to 50 per cent of 
all hogs marketed there and has recently Averaged regularly above 40 per 
cent. At East St. Louis the cooperatives handled more than 40 per cent 
of all the live stock on the market during the first part of 1928. These 
and other live-stock cooperatives are doing much to reduce costs of 
marketing and to increase the producers’ bargaining power through 
coordinating the activities of the cooperatives in the various markets. 
They promote the establishment of standard grades of live stock and 
the selling on orders received from the packers. The animals are 
sometimes gathered, by the cooperative association, at small concentra- 
tion points near the place of production, where they are sorted and 
graded, thus saving the higher costs of the central market. 

It appears, at present, that, while the direct method and the coopera- 
tive method of marketing live stock have very definite places in our 
marketing system, there is still an important, if not a dominant, place 
for the indirect method and the large central markets. 

Future Trading. — The first carload of hogs to be sold for future 
delivery was sold on the Chicago live-stock exchange on March 1, 1930. 
It was a carload of standard lightweights for September delivery, at 
almost 50 cents a hundred pounds above top prices in the cash market. 

' Several other carloads were sold the same day for April and May delivery. 
During the first ten months of trading in futures a total of 1,125 contracts 
for 80,000 head weighing 18,400,000 pounds were sold. About 16,000 
hop weighing 3,664,000 pounds had been delivered by January 1, 1931. 1 
Future trading, it was believed, would furnish an opportunity for trans- 
ferring and mitigating some of the risks of price changes. Experi- 
ence seems to indicate that the supposed advantages were somewhat 
overstated. 
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Questions for Discussion 

1. What are the characteristic features of the demand for cotton? Of the 
supply? How do these affect the method of marketing? 

2. Summarise the different possible methods of marketing live stock. When 
can each be used to best advantage? Indicate by specific illustrations the influence 

fao cbaractmstice of the product , the producer , the method of production, the Mturej 
*/ the demand, and the markets in which the products are sold upon the nutted of 
marketing. 
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show a profit which was divided among the members. The rebate in 
some instances amounted to as much as 40 per cent of the regular com- 
mission fee. It is reported that for several years the Central Cooperative 
Commission Company of St. Paul handled from 33 to 50 per cent of 
all hogs marketed there and has recently Averaged regularly above 40 per 
cent. At East St. Louis the cooperatives handled more than 40 per cent 
of all the live stock on the market during the first part of 1928. These 
and other live-stock cooperatives are doing much to reduce costs of 
marketing and to increase the producers’ bargaining power through 
coordinating the activities of the cooperatives in the various markets. 
They promote the establishment of standard grades of live stock and 
the selling on orders received from the packers. The animals are 
sometimes gathered, by the cooperative association, at small concentra- 
tion points near the place of production, where they are sorted and 
graded, thus saving the higher costs of the central market. 

It appears, at present, that, while the direct method and the coopera- 
tive method of marketing live stock have very definite places in our 
marketing system, there is still an important, if not a dominant, place 
for the indirect method and the large central markets. 

Future Trading. — The first carload of hogs to be sold for future 
delivery was sold on the Chicago live-stock exchange on March 1, 1930. 
It was a carload of standard lightweights for September delivery, at 
almost 50 cents a hundred pounds above top prices in the cash market. 
Several other carloads were sold the same day for April and May delivery. 
During the first ten months of trading in futures a total of 1,125 contracts 
for 80,000 head weighing 18,400,000 pounds were sold. About 16,000 
hogs weighing 3,664,000 pounds had been delivered by January 1, 1931. 1 
Future trading, it was believed, would furnish an opportunity for trans- 
ferring and mitigating some of the risks of price changes. Experi- 
ence seems to indicate that the supposed advantages were somewhat 
overstated. 
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8 . 4 'The wholesaling of farm products ready for consumption has features not 
found in the wholesaling of manufactured consumption goods.” What are the chief 
differences? 

4. “In nearly all popular discussions of freight rates and the farmers it is assumed 
that the farmer pays the freight both ways.” What is the truth in the case? 

5. “A very important factor in market distribution is the car-lot wholesaler.” 
What is the nature of the service performed by the car-lot wholesaler? 

6. Indicate, by diagrams, the 14 channels” through which each of the following 
products passes in reaching the ultimate consumer— cotton, coffee, poultry, hogs. 
Give logical reasons why the particular channels are used in each instance. 

7. 4< The commission believes that the situation of the agricultural producer can 
be materially improved by (a) a standardization of production of crops; (b) developing 
better knowledge of the marketing and distributive processes; (c) the development of 
greater uniformity of products, grades, standards, and containers, together with an 
improvement in methods of handling of agencies in local, primary, and terminal 
markets; (d) the establishment of qualified and authorized agencies to arbitrate 
disagreements between the shippers and receivers as to value, condition, kind, grade, 
and quantity of commodities; (e) the development of adequate organized, and corre- 
lated terminal markets; (/) a more systematic utilization of warehouses; (g) the 
establishment of more adequate central wholesale markets; (h) converters of agri- 
cultural products adjusting production more definitely to the current consuming 
requirements of the public; (i) a better knowledge of the requirements of the consumer 
and a recognition of the fact that distributive agents can not function economically 
except as they maintain an even, continuous flow of merchandise through the channels 
of distribution; (j) wholesalers purchasing stocks which can be turned with economic 
frequency.” Analyze each of these statements and indicate how and why they may 
lead to more effective marketing. Be specific by indicating the part the producer, 
middlemen, transporters, warehousemen, government, and consumers must play. 

8. How did the A.A.A. attempt to solve the agricultural problems of 1938-1935? 
Do you believe the A.A.A. used the points mentioned above in developing its policy? 

9. It has been estimated that approximately 60,000,000 acres of land, or 16.4 
per cent of that under cultivation, is required to produce the agricultural products 
normally exported. What objections, if any, do you see to abandoning 1 acre in 
6 or 7 so as to meet the problem of over-production, which became acute in the period 
1928-1934? What proportion of acreage for the following crops would have to be 
abandoned: wheat, tobacco, cotton? 

10. Can the agricultural surplus problem be satisfactorily solved by the following 
program? Justify your answer, (a) Promoting rapid increase in population; (6) 
moving some farmers to the city; (c) increasing per capita consumption of agricultural 
products; (d) withdrawing submarginal land from production; (e) making changes in 
technique of production; (/) using land now used for export products to produce 
products now imported. 

11. Who paid the processing taxes — growers, manufacturers, merchants, con- 
sumers? Justify your answer. 

12. How has the tariff policy of the United States affected the agricultural 
problem? (Consult The American Farmer and The Export Market , by Dowell and 

* for the last three questions.) 

Assignment 

1. Problem 1, p. 238. The Big Meat Packera — Wholesale Distribution (Review). 

2. Problem 1, p. 321. Heegan Mills. 
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MARKETING AGRICULTURAL PRODUCTS-DAIRY 
PRODUCTS— MILK 

Purpose of this chapter: To analyze the operation of the forces of demand and 
supply in the milk industry, and to survey the major problems encountered in 
marketing dairy products. 

Farmers throughout the country secure a large income from many 
different kinds of animal products. Some of the more important ones 
are eggs, 1 honey, dairy products, wool, and mohair. The marketing 
problems and practices vary widely among the members of this group 
so that no one product can be used as a representative illustration. 
Since dairy products, i.e., milk, butter, cheese, and ice cream, are familiar 
to all and at the same time are the source of the greatest income to the 
farmer, we shall use this class as a case. 

Table 53. — Farm Gboss Income fbom Dairy Products 1 


Year 

Gross Income 

1926 

$1,805,000,000 

1927 

1,911,000,000 

1928 

1,994,000,000 

1929 

2,323,000,000 

1930 

2,031,000,000 

1931 

1,614,000,000 

1932 

1,260,000,000 

1933 

1,263,000,000 

1934 


1935 



1 Compiled from the 1935 U.S. Department of Agriculture Yearbook, The preliminary estimate of 
the value of dairy products for 1935 was $1,600,000,000. 

The Marketing of Dairy Products.— The importance of dairy products 
as a source of income to the fanner is shown by gross receipts (Table 63). 

1 Poultry and eggs accounted for 9.9 per cent of the annual average total farm 
income for the period 1924-1930. The income from this source during 1933 amounted 
to 9.5 per cent of the total annual income. The farmem received, including the value 
of products consumed on the farm, $1,230,000,000 from poultry and eggs in 192$; 
approximately $603,000,000 in 1932, slightly less than 50 per cent of the 1929 inoome; 
and only $580,000,000 in 1933. The decline in income was due to the fall in prices 
rather than to a lower physical output. The per capita consumption of eggs for the 
period 1920-1938 was 25 pounds; for the period 1930-1933 it was 27 pounds. The 
v*lue of the egg production was $793,000,000 in 1929, $373,000,000 in 1932, sod 
6438,510,000 in 1934. 
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The producers of dairy products received 16.4 per cent of the mwih. 1 
average farm income for the period 1924-1930. Hie proportion received 
in 1933 rose to 20.4 per cent. 1 * * * * * * The producers of this group fared much 
better during the depression than the producers of other groups of farm 
products, with the exception of fruits,* nuts, and vegetables. The 
income received from dairy products, however, increased only very 
slightly from 1932 to 1933. A probable explanation is that, since 
income derived from the other groups declined relatively much more 
during the depression, it was only natural that the income from them 
should rise more rapidly when better times arrived than the income 
derived from dairy products. 8 There is no doubt, however, that the 
returns from grains; cotton; fruits, nuts, and vegetables; and live stock 
and products other than dairy products, and poultry and eggs were 
stimulated by the action of the A.A.A. This improvement, however, 
came largely in the latter half of 1934 and during 1935. 

The Demand for Milk. — Milk going directly to the consumer is 
bought in small quantities; that going to processing plants is purchased 
in large amounts. It is estimated that 25 cents of each dollar spent for 
food by the average family goes for dairy products. Milk not only is an 
excellent food when taken by itself or in one of the many manufactured 
forms, but it also serves as a supplement to certain other foods by greatly 
increasing their flavor and nutritive value. The distribution of the 
demand for milk in the United States, for the years 1924, 1932, and 1933, 
as indicated in Table 54. 

Approximately 25 per cent of the total milk supply is utilized on the 
farms where it is used for household purposes, to produce farm butter, 
and to feed calves. Consumers of bottled milk and cream account for 
about 30 per cent of the total demand for milk. 1 Slightly less than 45 
per cent of the total demand comes from industry, which utilizes milk 
aa a raw material to produce butter, cheese, evaporated milk, ice cream, 

1 “The farmers in the North Atlantic and New England states alone received as 

much for their milk, eggs, and chickens in 1933 as all the wheat growers in the country 

received for their wheat. In the same year the dairy cattle-men of New York State 

received more for their milk than the hog raisers of Iowa for their hogs. Throughout 

the depression fruits and vegetables have put more cash in farmers’ pockets than all 

the grains combined or all cotton and cottonseed combined.” Bud. of the National 
City Bank of New York, p. 130, September, 1934. 

* Dairy products valued at almost $9,600,000 were imported during the first 
rfhren months of 1935. 

* According to estimates by the Bureau of Agricultural Economics, about 42 
per cent oi the annual consumption of milk equivalents for the period 1924-1929 was 
in the form of whole milk; about 6 per cent in the form of cheese, and about 52 per 
cent was in the form of butter and other dairy products selling at about the butter 
price. F. V. Waugh, principal agricultural economist in charge of Division of Market- 
ing Research. 
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Table 54.— Dwtbjbotion of the Demand fob Mile 1 

1924 1932 193$ 


Source of 



1,000,000| 

lb. 

Per 

cent 

In 

1,000,000] 

lb. 

Per 

cent 

In 

,000,000] 

lb. 

Per 

cent 

Farm demand 

... 26,073 

27.90 

26,311 

25.02 

26,239 

24.66 

Household use 

. .. 11,296 

12.09 

11,969 

11.38 

12,222 

11.49 

Farm butter 

... 12,600 

13.48 

11,536 

10.97 

11,217 

10.54 

Fed to calves 

... 2,177 

2.33 

2,806 

2.67 

2,800 

2.63 

Non-farm demand: 







Bottled milk and cream . 

. .. 27,981 

29.95 

32,093 

30.50 

31,213 

29.32 

Manufactured products 

in 






milk equivalents 

... 38,708 

41.43 

46,632 

44.33 

48,877 

45.91 

Creamery butter 

. .. 28,578 

30.59 

35,577 

33.81 

37,016 

34.77 

Cheese (factory) 

. .. 4,179 

4.47 

4,841 

4.60 

5,437 

5.11 

Evaporated milk 

2,677 

2.87 

3,534 

3.36 

3,863 

3.63 

Ice cream (factory) 

... 2,497 

2.67 

2,126 

2.02 

2,048 

1.92 

Condensed milk 

714 

0.76 

463 

0.45 

409 

0.38 

Dry whole milk 

63 

0.07 

91 

0.09 

104 

0.10 

Exports 

671 

0.72 

160 

0.15 

119 

0.11 


1 Compiled from Some Facta about Evaporated Milk and Other Dairy Product », published by The 
Evaporated Milk Association, 1935. 

condensed milk, and dry whole milk. An insignificant proportion is 
exported. 1 The farm demand, apparently, is declining in relative 
importance. The proportion used to meet the bottle demand has 
remained fairly constant since 1924, while the proportion taken by 
industry is increasing. Dairy products comprised about 24.6 per cent 
of the nation’s retail food bill in 1929; meat and lard, about 18.9 per cent; 
fresh fruits and vegetables, 7.5 per cent; and poultry and eggs, 6.2 per cent.* 

The annual per capita consumption of milk and cream in cities and 
villages declined from 40.8 gallons in 1929 to 38.8 gallons in 1933. There 
was a considerable variation, however, from geographical section to 

1 The major uses for milk and the amount consumed in each use in 1933 is as 
follows: milk and cream consumed as such in cities and villages, 14,517,880,000 
quarts; evaporated milk, 1,544,198,000 pounds; sweetened condensed milk in tins, 
53,279,000 pounds; sweetened condensed milk in barrels, 153,663,000 pounds; dry 
milk, whole and skim 286,183,000 pounds; creamery butter 1,673,235,000 pounds; 
farm butter 549,535,000 pounds; cheese 567,467,000 pounds; casein, 24,087,000 
pounds; factory ice cream, 148,913,000 gallons; ice cream mix, 108,067,000 pounds) 
plain condensed milk, 214,189,000 pounds; condensed buttermilk, 50,175,000 pounds; 
dry buttermilk, 53,260,000 pounds; dry cream, 154,000 pounds; concentrated skim 
nulk (for animal feed), 17,217,000 pounds; malted milk, 12,430,000 pounds; and 
sdlk sugar, 4,645,000 pounds. Quoted from Some Fade about Evaporated Milk on d 
Other Dairy Product*. 

* According to estimates by New Era t» Food Distribution. 
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section. Thus the annual per capita consumption in the North Atlantic 
states was 42.9 gallons; in the South Atlantic Central, 28.7 gallons; 
in the South Central, 29.7 gallons; in the North Central, 40.6 gallons; and 
in the Western section, 40.1 gallons. The annual per capita consumption 
of butter was 17.29 pounds in 1929, it rose* to 18.14 pounds in 1932, then 
declined to 17.69 pounds in 1933. The per capita consumption of ice 
cream was 3 gallons in 1929 but only 1.70 gallons in 1933. 

The demand for fluid milk on the part of the consumer is fairly con- 
stant and inelastic. The housewife wants the milk fresh, clean, sweet, and 
delivered daily. The average monthly consumption of milk is, perhaps, 
slightly higher from April to October than in the other months of the 
year, and the demand for buttermilk in New York is reported to reach 
the maximum in July and August. Unemployment in the large industrial 
centers tends to reduce the consumption of dairy products. The demand 
for butter, cheese, canned milk, and ice cream controls the demand 
for the fluid milk used in production. The greatly increased demand for 
these manufactured products has helped to reduce the seasonal element 1 
in the demand for milk and at the same time has aided in preventing the 
surplus problem from being worse than it is. 

The demand for' milk and milk products is practically universal and is 
both small and large scale. Approximately 98.2 per cent of the families 
of Milwaukee, for example, use milk. 2 The amount of milk consumed 
per family bears a direct relation to the income enjoyed. Thus it was 
found that the A and B families, 3 which comprised 22.46 per cent of the 
total number of families studied, bought 26.82 per cent of the milk 
consumed by the entire group. The C, D, and E families, comprising 
77.54 per cent of the total number, bought 73.18 per cent of the volume. 
The average weekly purchases for the five classes of families were 10.7 
quarts. The average weekly purchases of the A group were 13.13 quarts; 
of the B group, 12.52 quarts; and of the D group, 9.4 quarts. The E 
group, however, purchased 10.6 quarts weekly. The higher weekly 
purchases of the last group is explained by the fact that this group had a 
laige number of children. In answer to the question, “What would 
cause you to use more milk?” only 7.2 per cent said, “A lower price.” 
Twenty-seven and nine-tenths per cent said nothing would cause them 
to buy more; 16.2 per cent said if they did more baking; while 14.27 
per cent said if they had more children they would buy more milk. 4 

• 1 The consumption of ice cream during winter has been so greatly increased since 
1925 that the seasonal element has been materially modified. 

* Baaed on a study of milk consumption in Milwaukee, supervised by the author. 

* The A families were those living in homes with rental values of $62 and more a 

150 to ; C, $40 to $49; D, $30 to $39; and the B, under $80. 

4 The Milwaukee Journal '* study, published in Consumer Anafyne, showed that 
the average family monthly consumption of milk was 40.1 quarts in 199$ and 49.8 
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The Supply Factors . — The total output of milk from cows on farms, 
except the amount wasted and used for calf feed, reached an all-time 
peak in 1933 — about 102,333,000,000 pounds. 1 The total volume of 
butterfat probably exceeded 4,000,000,000 pounds. The Bureau of 
Agricultural Economics estimates that the farmer sold, during the 
period 1924r-1929, about 48 per cent of his production as whole milk and 
about 52 per cent as butterfat. On the average, 100 pounds of milk 
produces about 3.93 pounds of butterfat. Thus the average 100 pounds 
of milk was sold as 48 pounds of whole milk and 2.04 pounds of butterfat.* 
Considerably less than half the total milk supply can be sold for immedi- 
ate consumption as bottled milk and cream. The price paid the farmer 
for his milk is limited by the price that can be secured from the consumer 
for the bottled milk and for the various milk products. When there is a 
surplus of milk in a given market, the farmer may receive much more 
for that portion of his milk sold for bottling purposes than he does for 
that used for manufacturing. 

Milk Prices. — The average price received by the dairy farmer has 
varied from $1.29 a hundred pounds in 1933 to $3.42 in 1920. The 
bulk of the milk output in Wisconsin, one of the leading dairy states, is 
used in manufacturing. The farmers received on the average, in 1932, 
the following prices per hundred pounds for their milk according to the 
different uses: 81 cents when used to make cheese; 83 cents when used to 
make butter; 92 cents when used for condensed milk; and $1.28 a hundred 
pounds when used in liquid form for household purposes. The highest 
price received for milk used for cheese making was $2.77 in 1919; the 
highest price received for milk used for butter was $2.53 in 1920; the 
highest received from condenseries was $3.16 in 1919; the highest price 
received for milk to be used as liquid milk was $3.46 in 1919. Prices 
received in 1935 were $1.27, $1.23, $1.35, and $1.55 for the respective uses.* 

Multiple Prices. — The farmer may be paid a flat rate for all milk 
produced: a certain price for an assigned quota and a lower price based 
on the price of butter for any amount in excess of the quota; and a price 
based on the use of the milk. Thus if milk is used for household purposes 
the highest price is paid; a lower price is allowed for that amount used 
for creamery purposes, and a still lower price for any amount used for 

quarto in 1933. The average family annual consumption of packaged butter in 
1928 was 114.4 pounds; in 1930 it was only 84.4 pounds, but in 1933 the consumption 
row to 94.4 pounds. The lower consumption in 1930 and 1933 was, no doubt, *h 
reflection of decreased consumer purchasing power. 

* There were 21,456,000 milk cows two years old and older in die country on Jan. 1, 
1M0; 22,605,000 in 1925; 22,910,000 in 1930; 26,062,000 on Jan. 1, 1934; and 25,100,- 
000 on Jan. 1, 1935. 

* Wavob, op. at., p. 6. 

* Witcotmn Crop md Limetock Reporter, January, 1936. 
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other manufactured products. The more he can mil for household use, 
the higher will be his money return. The milk supply that cannot be 
sold to the ultimate consumer must be disposed of in the industrial 
market. The prices the manufacturers receive for the manufactured 
dairy products will not permit, after the 'addition of the costs of manu- 
facturing and marketing, the payment to the farmer of as high a price 
as he receives for the milk used for bottling purposes. Since it requires, 
for example, 10 to 11 quarts of milk to produce 1 pound of 92-score butter, 
the milk alone required to produce the pound of butter would cost 62J^ 
cents if the milk sold for 5 cents a quart. When butter sells for 30 to 
35 cents a pound, the price of commercial milk must necessarily be low. 
The production of butter in 1933 was 1,745,335,028 pounds — an increase 
of 5.4 per cent over 1931 — with a dollar value of $357,513,355 — a decrease 
of, 18.9 per cent from the 1931 value. Thus a larger supply brought the 
farmer a lower money return. The volume of production of cheese in 
1933 was 1.6 per cent above that of 1931, but the value was 16.4 per cent 
below that of 1931. 

Characteristics of the Supply Factors . — Milk for human consumption 
is taken from goats, mares, camels, reindeer, buffalo, and the well-known 
dairy cow. This discussion is confined to the marketing of cows’ milk. 
Fluid milk is quite bulky, a gallon weighing approximately 8 pounds. 
The outstanding characteristics of milk are perishability and fluidity. 
Milk must be consumed or manufactured within a short time after it is 
taken from the cow. It cannot be stored economically in the raw state 
for any appreciable length of time. The time element may be extended 
somewhat by means of refrigeration and pasteurization and by observing 
certain sanitary precautions. The liquid quality of milk presents 
difficult problems in transportation and storage. Metal cans and 
especially built tank cars and trucks have been developed to meet this 
situation. These peculiarities of the product have tended to concentrate 
the dairy industry around the large industrial centers. Although fresh 
milk has been transported from Wisconsin to Florida, this is only feasible 
under exceptional conditions. The major portion of the whole milk 
supply of a typical large city is usually drawn from a radius of 300 miles 
and less. Milk distributors of the United States deliver daily approxi- 
mately 40,000,000 bottles of milk and collect the empty bottles. “The 
cost of delivering a bottle of milk weighing nearly 40 ounces and collecting 
the empty bottles is less than the 3-cent stamp put on a letter weighing 
one ounce or less.” 1 

Grades of Milk. — The quality of milk is judged chiefly by testing it 
! ’With the Babcock tester. Some breeds of cattle produce higher test 

1 Prom a radio address delivered in 1935 by the president of National Dairy 
Company. 
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milk than others. The Holstein, for instance, is noted for its quantity 
production and rather low butterf&t test, which averages 3 to 3.9 per 
cent; the Guernsey’s test, on the other hand, runs from 3.8 to 4.9 per cent 
and even higher; the Jersey probably produces the highest test milk of 
the group, but the quantity produced is likely to be less. The majority 
of cities now require that all milk sold within their limits have a butterfat 
content of at least 3.5 per cent and meet a definite standard with reference 
to bacterial content; and some demand that the herds from which the 
milk is drawn be tested for tuberculosis. Milk as received by the con- 
sumer is separated into three grades. “Certified” milk, which must be 
produced and sold under careful supervision, is used primarily as food 
for infants. Grades A and B are pasteurized, but Grade A has a lower 
bacterial content than Grade B. The health departments of some cities 
send out inspectors to enforce standards of cleanliness with reference 
to the care of the animals, the milking utensils, and the milk. The 
typical city health department exercises great precaution to protect this 
source of food supply. 

Conditions of Production. — Milk is produced under small-scale 
methods. Dairy cows are found scattered throughout the United States. 
There is a decided concentration of the industry, because of the charac- 
teristics of the product and of the demand, around the large cities. 
Minnesota, Iowa, Wisconsin, New York, Pennsylvania, Michigan, and 
Ohio are important milk-producing states. Minnesota, Iowa, and 
Wisconsin produce almost 50 per cent of all the butter of the United 
States. Michigan, Ohio, Indiana, and Nebraska are other important 
butter-producing states. Dairying has become a highly specialized 
industry in these highly concentrated areas. The farmers invest large 
sums of money in herds, buildings, and equipment. In such instances, 
fairly large-scale methods are applied. This industry, however, is 
apparently not suited to really large-scale methods because of the neces- 
sity for the personal supervision of an owner. 

The dairy industry has developed rapidly in the United States during 
the last half century. The growth to the present large proportions is due 
to a number of factors. The rapid increase in our urban population and 
the emphasis placed by the medical profession upon the food value of 
milk and other dairy products have brought about increased consump- 
tion. A number of discoveries and inventions likewise have tended to 
increase demand, which stimulated production. A few of the more 
important ones are refrigeration, the milk tank car and truck, t&e 
Babcock tester, the cream separator, pasteurization, large-scale cream- 
eries, and ice cream plants. Increased knowledge of breeding .and 
feeding dairy animals has increased the production of butterfat and milk 
per cow. 
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It takes an increase of about 1 per cent in the number of eowar each 
year to keep milk production in balance with the increasing demand. 
During the period 1929-1933, however, the number of milk cows increased 
faster than the demand, with the result that production and consumption 
were thrown out of balance. This forced the farmers to take lower 
prices for their dairy products. 

The volume of milk produced each year bears a close relation to the 
hay crop and the condition of the pastures. A large hay crop and good 
pasturage are reflected in a large flow of milk. Low prices discourage 
milk production to some extent. Farmers allow the calves to take more 
milk, and the old and less profitable cows are sold when milk prices are 
unsatisfactory. High prices for dairy products, on the other hand, tend 
to encourage expansion not only in the dairy belt but also in other sections 
where, for the moment, milk production may be more profitable than 
grains, live stock, or vegetables. Milk production can be reduced much 
faster than it can be increased. The farmer can rapidly reduce his herd 
through sale to the butcher; to increase it, however, requires four or 
more years. The production of milk in any given district varies with 
the season and weather conditions. The drought of 1934, for 
greatly reduced the flow of milk in the affected areas and raised the price 
of feed in all sections. The production of milk for the country as a 
whole was about 4 per cent less in 1934 than in 1933; the number of cows 
was 4 to 5 per cent less than the previous year. The production is less 
during late autumn and winter than in the spring and early summer. 
Cows produce less milk on sub-zero days than during pleasant weather. 
One cheese factory in Wisconsin reports that its receipts of milk amounted 
to 150,000 pounds of milk daily during July and August and only 60,000 
pounds during the severe months of winter. Since the household 
demand is about the same throughout the year, the production capacity 
during the winter must be great enough to meet the fluid-milk require- 
ments. This leads to a large surplus during April, May, June, July, and 
August. This surplus is utilized by manufacturing it into cheese and 
butter and by canning it. Milk in these forms can be stored 

during the period of surplus production for use during the seaso n of light 
production. 


The price of milk is determined largely by factors existing in the local 
«msuming market. Thus the price of a quart of standard 3.5 per cent 
m|lk delivered to the housewife in Milwaukee was 11 cents at the ti ime 
the consumer in Los Angeles was paying 16 cents. The price received 
by the producer fluctuates from month to month as well as from year to 
year- Thus during the period 1921-1934, inclusive, the highest price 
of fee year was received by the Wisconsin fanners in January four times, 
hi December four times, and in November, February, March, and July, 
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one time each during the twelve-year period. The average price received 
during 1932 waa the lowest received since pre-war days. 

The markets in which a producer may sell fluid milk depend upon the 
distance to be traveled, the transportation facilities, and the freight 
rates. During March, 1930; the Northwestern and the Soo railroads 
extended from 75 to 90 miles the zone in which milk rates to the Chicago 
market were reduced. Waukesha, Lake Geneva, and Salem, Wis., 
important concentration points, were given the benefit of a lower rate, 
thus increasing materially the potential milk supply of Chicago. The 
reduction in rates to Chicago, for instance, varied from 6 to 21 cents 
per hundred pounds, on carload lots of 40,000 pounds. Milk trucks are 
constantly increasing their proportion of the total volume transported. 

The Producer. — The dairy farmer, in times past, has been a strong 
individualist. He has been suspicious of the urban consumer, the dealer, 
and the cheese and butter manufacturers. One cheese maker remarked 
that in dealing with a farmer one must never allow him to know that 
one is making any money. If the farmer should find out that the cheese 
maker’s earnings are greater than his own, according to this man, he will 
become jealous and haul his milk to another factory. He has a tendency 
to continue along in the customary way until disaster overtakes him, 
and then he is loud in his criticism of the distributors. 

There is evidence that a large number of dairy farmers have awakened 
to the necessity of studying the character and trend of the demand for 
their products and of exercising some control over the production and 
marketing of them. The development of the cooperative dairy associa- 
tion has done much to lead the individual dairyman to lay aside his 
petty grievances, associate more with the alert and progressive element, 
recognize the benefits of education and the scientific study of economic 
conditions, methods of production, and marketing. He has discovered 
by experience the value of collective bargaining in determining the price 
of milk. He has learned that he cannot be unreasonable, that he cannot 
exercise, successfully, monopoly control over dairy products, yet he 
can secure through proper management an equitable return on his 
investment and effort. 

The more progressive dairy farmers have been giving considerable 
attention to ways and means of reducing production costs. They have, 
perhaps, been too slow in eliminating non-profitable cows and have not 
given enough thought to proper feeding. The costs of production may 
be reduced through proper management. A study of dairy-farm manage- 
ment in Michigan for 1932 and 1933 indicates how wide the variation 
in costs may be among farmers. 1 The average annual amount of butter? 
fat produced per cow varied from 180 pounds in the poorest herd to 488 

1 Summary of the report was published in Hoard's Dairymany Nov. 10, 163$; 
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pounds in the best herd. The average total cost per cow per year varied 
from $67.85 to $188.75. The returns received varied from a loss of 
$70.66 to a net profit of $34.07 per year. The cost per pound of butter- 
fat extended from an average of 23.6 cents for the low-cost producers 
to an average of 60.1 cents for the highest cost herd. Feed costs ranged 
from 8.7 to 20.5 cents per pound of butterfat produced. 1 These figures 
clearly indicate that efficient farm management has an opportunity to 
reduce appreciably the costs of producing milk, thereby either increasing 
the profits of the dairy farmer or reducing the costs of dairy products 
to the consumer or perhaps doing both to the mutual advantage of the 
producer and the consumer. 

Methods of Selling . — The farmer may sell his milk and butter directly 
to the consumer; or he may sell the cream and milk directly to the 
creamery, cheese factory, and condenseries; 2 or he may market his 
product indirectly, through independent dealers who pasteurize, bottle, 
and deliver it to the home, hotel, restaurant, hospital, school, and retail 
trade; or he may join a cooperative association and market his milk 
through this form of agency. 

Services Performed and the Agencies That Perform Them. — The large 
number of small producers, the perishability and fluidity of the product, 
and the desire on the part of the consumer to have fresh and sweet milk 
and cream delivered daily necessitate the performance of special services 
which are quite costly. 

The delivery of milk by the farmer to the consumer is confined chiefly 
to the smaller towns. It was found in Milwaukee, for instance, that 
92.88 per cent of the milk consumed in the homes was bought from dairy 
dealers who deliver the products to the home; 6.56 per cent is bought 
from stores. Less than 1 per cent of the total consumed is purchased 
directly from the farmer. The reason given for buying from the dairy 
companies by 67.28 per cent of the consumers who so bought was “con- 
venience.” 1 City ordinances which require that fluid milk be pasteurised 
make direct marketing by the individual farmer impracticable. The 
small-scale producer could not afford the large overhead cost required. 
It is more economical to have the milk supply delivered to the consumer 

1 Hus study includes all the costs involved in producing the milk. “The fanner 
has received going wages for all labor spent on cows. He has received interest on 
all money invested. The cow has paid all taxes and every other cost properly charge- 
able to the enterprise. The fanner has also received market price for all crops grown 
on the farm which he merely sells to the cow instead of to the elevator or other 
market. The cow has paid market prices for feed, labor, bedding, and all other 
items— and this in a market substantially higher because of the demand created by 
Hie cow herself. Certain products of the farm would have no market if it were not 
for the cow.” Editorial comment, Hoard's Dairyman, ibid. 

* The processing plants may be either independent or cooperative organisations. 

* MUk and Cream Survey of Milwaukee County, op. eit. 
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by a large dealer or distributing company which, because of its large-scale 
operation, can establish milk routes, make deliveries and collections, 
erect pasteurisation plants, receive shipment from farmers, and even 
establish concentration points in the country where the farmers deliver 
the milk. The company brings the milk from these points in large 4"^ 
trucks if the distance is not more than 50 or 60 miles, and in specially 
constructed tank railway cars if the distance is too great for economical 
truck transportation. Cincinnati, Atlanta, and Indianapolis, for 
instance, receive the major portion of their milk supply delivered in 
trucks. Chicago in 1928 received 55 per cent of its milk supply in tank 
cars, 20 per cent in tank trucks, 17 per cent in cans hauled in trucks, and 
7.5 per cent in bottles and cans delivered by railroads. 1 

The large distributing companies, instead of buying directly from the 
individual farmer, may buy from a cooperative organization. This 
seems to be more satisfactory for all concerned. The distributor has a 
more dependable milk supply, and the cooperative frequently sees to it 
that the primary collecting function is performed and enforces standards 
of quality, cleanliness, and quantity. The cooperative is in a stronger 
bargaining position than the individual producer and is more likely to 
secure a satisfactory price. The cooperative may sell the entire fluid- 
milk output to the distributor or only a certain definitely contracted 
amount, the surplus being taken by the cooperative cheese factory or 
other processing plant.* Some cooperatives collect, test, pasteurize, 
cool, grade, bottle, and deliver milk to the consumer. Such wide 
activities, however, are usually confined to the smaller cities. 

The agencies necessary to market milk efficiently vary in different 
parts of the country. In the highly developed dairy centers, such as 
Wisconsin, Minnesota, and Iowa, the farmers usually make direct 
deliveries to the local creameries, cheese factories, and concentration 
points. In some of the western states where dairying is on a smaller 
scale and the producers are much more widely scattered, it has been 
found more economical to establish large-scale centralizers which draw 
their raw materials from wide areas. This necessitates an organization 
of cream stations throughout the country to collect, grade, and ship the 
cream to the centralizer and to pay the fanner for his product. A 
centralizer may have two hundred to three hundred of these cream sta- 
tions collecting and shipping cream to it. 

The Cost of Marketing Dairy Products. — Much criticism has ce me 
from both the consumer and the producer about the cost of marketing 

1 Univeraity of IlHnoit, Agricultural Experiment Station, Bull. 318. 

* During the 1933-1938 season, 2,293 associations with membership of 724,000 
did an estimated business of $390,000,000. U.S. Department of Agriculture, Yearbook 
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milk . It is pointed out that the farmer receives from 2 to 4 cents a pound 
for the milk while the consumer has to pay 5 to 7 cents a pound. The 
services necessary to place a bottle of sweet, pasteurized milk at the 
consumer’s back door every morning are expensive. Table 55 shows 
how the money paid for a bottle of milk by the New York consumer was 
distributed among the various interested factors. 


Tabus 85. — Distribution of Consumer's Monet per Bottle or Mile, Grade B, 

New York Citt* 


Year 

Price at 
country 
plant, cents 

Freight, 

cents 

Dealers’ mar- 
gin, cents 

Retail price, 
cents 

1922 

6.3 

1.1 

7.3 

14.7 

1923 

6.3 

1.1 

7.3 

14.7 

1924 

6.0 

1.1 

7.3 

14.4 

1925 

6.0 

1.1 

7.4 

14.5 


i "Survey of Milk Marketing in New York,” Milk Plant Monthly, July, 1927. 


It is evident that the relationship between the amount received by 
the producer and the price paid by the consumer remains fairly constant. 
Whether the dealer’s margin and the amount paid for freight are too much 
we cannot, of course, determine without a careful study of all factors 
involved* 

Table 56 indicates the distribution of the consumer’s dollar spent for 
milk in Chicago, St. Louis, Peoria, and Quincy during the period 1924- 
1927. There is, it will be noted, a considerable variation in the per- 
centage received by the farmer. 

Table 56. — The Distribution op the Consumer’s Milk Dollar 1 
Where the dollar went Chicago St. Louis) Peoria Quincy Average 


Retail price 

$ 100.00 

$100.00 

$100.00 

$100.00 

$100.00 

Firid farmer 

45.70 

51.40 

65.90 

69.20 

46.90 

Purchasing and processing 

15.20 

10.80 

16.30 

12.30 

14.90 

and delivering 

32.10 

29.90 

9.90 

12.50 

31.20 

General and administrative expense. . 

3.50 

2.80 

6.20 

3.20 

3.60 

Dealers’ profit 

3.50 

5.10 

1.70 

2.80 

3.40 


* Cnieereity e /Illinois, Agricultural Experiment Station , Bull . 318. 

* It appears that the larger the city in which the milk is sold, the 
less tiie fanner receives. This seems to be due largely to the high selling 
and delivery expense incurred in the large cities. 

The report of the Bureau of Agricultural Economics, previously 
referred to, indicates that the margin between what the fanner receives 
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and what the consumer pays 1 for all milk equivalents seems to increase 
during periods of low retail prices and to fall during periods of high 
retail prices; i.e., the farmer tends to get a larger percentage of the retail 
prices when these prices are rising. Thus the margin in 1920 was 47 
per cent of the retail price; in 1921 it rose to 50.6 per cent; in 1924 it was 
51.7 per cent; in 1928 it was 50.8 per cent; in 1931 it increased to 60.4 
per cent; and in 1932 it reached the peak of 66.0 per cent. The average 
for 1934 fell to 61.7 per cent. The average for February, 1935, was 
54.4 per cent, compared with 63.5 and 68.1 per cent in February of 
1934 and 1933, respectively. 2 The explanation for this situation seems 
to be that the costs of the distributors are relatively fixed and as the 
retail price falls, owing either to over-production or to decreased purchas- 
ing power on the part of the consumers, competition among the producers 
forces them to accept lower prices in order to dispose of their supplies. 

The farmer fares better, as far as the margin is concerned, when his 
milk is made into butter and cheese. He receives from 60 to 70 per cent 
of the price paid by the consumer for butter and approximately 50 per 
cent of that paid for cheese. The explanation for this better showing is 
that the selling and delivery expense or dealer’s margin is not so great 
for these products. In view of the fact that the farmer usually receives 
a lower price for the milk used for cheese, he actually secures a greater 
money return from his fluid-milk sales. 

Much complaint has been directed at the retail price of milk. Some 
consumers and their political champions believe that the distributors 
exercise monopolistic control of the price paid the farmers and the price 
charged the consumers. They contend that the distributing companies 
enjoy exorbitant profits and that their officers receive too high salaries. 
The charge of monopoly control does not seem to be supported by the 
facts. It seems more reasonable to contend that retail prices may be 
too high owing to inefficient farm management, and because there is too 
much competition among the distributors; and that the fanner receives 
too low a price because of inefficient management and surplus production. 
There are too many dairy distributors, for economical operation, in 
practically every large city in the country. The Milwaukee Journal 
Survey reported twenty-eight dairy distributors operating in the city 
in 1926 and forty-three in 1933. The milk-consumption survey, super- 
vised by the author, indicated that 76.08 per cent of the milk bought from 
the dairy distributors in 1934 was supplied by three companies. Two 
of these companies furnished 64.2 per cent of the amount purchased 
from distributors. The other dairy companies were operating on a 

* The mar gin includes all expenditures for “transportation, processing, marketing, 
and distribution." 

* Sea also p. 865, Table 60. 
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very low average volume. This practice tends to increase costs tre- 
mendously. The following discussion serves as a case study that shows 
the various elements that comprise the total marketing costs of dis- 
tributors operating in a large metropolitan area. 

Costa of Marketing Milk . — A large NeW York milk distributor states 
that the money paid for milk by the city customer is apportioned to 

Cents 

The average price paid per quart to the distributor during the 


year 1933 9.089 

The average price paid to the farmer by the distributor for raw 
milk in the country 3 . 990 

Margin from which the distributor pays his own costs 5.099 

Disposition of This Mabgin 

Cents per Quart 

Labor 2.371 


At country receiving stations 
At pasteurizing and bottling plants 
For delivery and sales 

For laboratory staff — quality control and research 

For veterinarians 

For farm inspectors 

For office workers 

For miscellaneous labor 

Equipment and materials 1 • 566 

For building and other equipment, repairs, and wear and tear 
For pasteurizing and bottling machines, repairs, wear and tear 


For vehicles, repairs, and wear and tear 
For horses — replacements 
For horse feed and bedding 
For coal, oil, gasoline, etc. 

For bottles, cases, and cans 

Transportation to city branches by railroad and motor — ..... 0 . 855 

Advertising 0.063 

Taxes 0.107 

Salaries of officers 0 . 020 


Total costs 4.972 

Profits 0.127 


Total costs and profits 5.099 


products and services as indicated above . 1 The computations are 
bared on an average sales figure per quart; t.e., the amount paid the 
farmers is divided by the total number of quarts purchased to secure 
rjha average cost per quart bought. The total amount of money received 
iy the company for milk sold in various forms and to different kinds of 

, v> v 1 Prom a statement published by the Borden Company in 1984. 
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customers 1 is divided by the total number of quarts bought, to secure 
the average selling price per quart. 

The margin of 5.099 cents a quart for 1933 was a reduction from the 
three preceding years. Thus the margin for 1930 was 6.814 cents per 
quart; for 1931 it was 6.633 ceitts, and for 1932 it was 6.074 cents. The 
decrease of 4 cents from 1930 to 1933 in the price paid by the consumer 
was divided between the farmer and the distributor as follows. The 
farmer received 2.8 cents less, and the distributor received 1.7 cents less. 
During the period the distributor reported that his profit had been 
reduced from % cent a quart to cent. 2 He was able to reduce his 
operating costs in the meantime 1.25 cents a quart. 

The explanation for the existing margin between the price paid to the 
farmer and that paid by the consumer is found in the characteristics of 
the product sold and the conditions under which it is produced and 
marketed. The following statement summarizes some of the moTe 
important factors affecting the cost of marketing milk in the City of 
New York: 3 

1. The average distance milk must be shipped (from the farmer to New York 
City) is over two hundred miles. To reach Philadelphia and Chicago, for 
instance, milk must be shipped less than one hundred miles on an average. In 
most smaller communities the average distance is much less. 

2. In Metropolitan New York it is necessary to haul milk from the freight 
station to the pasteurizing plant and then from the pasteurizing plant to the 
distributing branch. In most other markets the farmer delivers his milk to the 
pasteurizing plant (thus avoiding receiving stations and freight costs); it is then 
taken by route wagons from the distributing branches to customers. 

3. A large portion of the milk for Metropolitan New York, even though it 
comes from New York State farmers, arrives at New Jersey terminals and must 
be ferried across the river. There is also a lack of industrial zone space for 
pasteurizing plants on railroad sidings in the City of New York. 

4. Labor is more expensive in New York than in other Eastern cities. 

5. Congested traffic makes deliveries take longer. 

6. Climbing up and down the stairs of apartment houses greatly increases the 
labor of delivering milk to the “cliff dwellers” of New York. 

7. Real estate (plants, branches, garages, stables), taxes, and some forms of 
insurance are more costly in New York than in other communities. 

1 The milk was sold as fluid milk, cream, buttermilk, cottage cheese, etc., at both 
wholesale and retail; to families, stores, restaurants, hospitals, schools, and other 
institutions. • 

9 This firm earned 3.16 per cent profit on its tangible capital during 1933. Its 
percentage of profit on sales was 1.4 per cent. For the nine months ending Apr. 30, 

1934, the company lost on each quart sold. According to a report made by Prof. 
Leiand Spencer, of the New York College of Agriculture, the net profit of 19 city 
dealers was at the rate of 0.007 cent a quart. 
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8. New York City Department of Health regulations are probably the most 
exacting in the worfd, and to fulfill them involved added oosts not incurred by 
distributors in other markets. 

Variation in Gross Margins. — The Dairy Section of the A.A.A. 
published a report, as of September 15, 1984, showing the gross operating 
margins of milk distributors who delivered to homes in fifty metropolitan 
markets. These margins relate only to that portion of the milk which is 
sold at retail and delivered to consumers 1 residences. The margin 
between the price paid for the raw milk f.o.b. city by the distributor and 
the price paid by the consumer for the milk delivered at his door varied\ 
from 4.41 cents a quart in Chicago to 8.34 cents per quart in Raleigh, \ 
N.C. The price paid by the consumer varied from 9 cents a quart in 
some cities 1 to 15 cents a quart in Miami, Fla. The price paid to the 
farmer varied from 3.74 cents a quart in Duluth for milk with 3.8 butter- 
fat test to 7.55 cents paid in Washington, D.C., for premium milk with 
a butterfat test of 4.2. The following table summarizes the results 
of the A. A. A. study: 

Table 57. — Spread of Gross Margin per Quart 


4.4 to 5.0 5.0 to 6.0 6.0 to 7.0 7.27 to 8.34 

cents cents cents cents 


Number of cities 26 14 

Variation in price 
paid for raw milk, 

cents 4.4 - 6.49 3.85 * 7.55 3.74 * 7.66 4.30 - 7.05 

Variation in retail 

price, cents 9.0 = 11.0 9.0 =13.0 10.0 =14.0 12.0 =15.0 

Variation in butter- 
fat content, per 

cent 3.5 - 4.0 3.5 « 4.2 3.6 = 4.5 4.0 - 4.5 


The consumers in five cities where the spread of the gross margin of 
the distributors was from 4.4 to 5.0 cents a quart paid prices ranging 
from 9 cents to 11 cents a quart. The price paid for the raw milk by 
the distributors ranged from 4.4 to 6.49 cents a quart. The butterfat 
content of the milk in the same cities ranged from 3.5 to 4.0. The 
results of this study indicate a direct relationship between the retail 
prioe, the gross margin, and the butterfat content of the milk. There is a 
qpmewhat less pronounced positive relationship of these factors to the 
price paid for raw milk. The variations and spreads in gross margins 
retail prices indicated above apply only to milk delivered to the 
homes of the consumers. 

1 The retail price was 9 cents in Evansville, Ind M Indianapolis, and In the Quad 
cities— Davenport, Iowa, Rock Island, Moline, and East Moline, III. 
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The typical distributor has several gross margins, not only because 
he pays different prices for his raw milk — these prices determined cm the 
use to which the milk is put — but also because he receives different 
prices from the various classes of buyers. He usually gets his highest 
price for bottled milk delivered daily to the family door and probably 


Table 68. — Wholesale and Retail Milk Prices, April, 1931 


City 


Selling price 41 

Prevailing 
butterfat 
test of milk 
sold, 
per oent 

Dealers’ buy* 
ing prices at 
city for 3.5 
per cent 
butterfat bulk, 
cents per 
quart 

On routes 

At 

retail 

stores, 

bottles, 

cents 

per 

quart 

Wholesale trade 

Family 
trade, 
bottles, 
cents per 
quart 

Bulk, cents 
per quart 

Bottles, 
cents per 
quart 


5.27 

8.12 

10 

13 


3.6 to 4 2 

Denver 

3.57 

7.5 

7 to 8 

10 

8 to 9 

3.6 

Washington 

7 01 to 7 . 48t 

10 to 10.75 

11.5 to 13 

14 

11 to 14 

4.0 

Chicago 

5.74t 

8 to 9 5 

12 

13 

12 to 13 

3.5 

Indianapolis 

3.01 to 3.57 

6.5 

8 

10 

10 

3.8 

Des Moines 

4.94t 

7.5 

9 

11 

10 to 11 

3.6 to 3.7 

New Orleans 

5.09 

8 

12 

14 

14 

4.0 

Boston 

5.87t 

8.25 

9.5 

12.5 

10 


Detroit 

5.27t 

8.25 

9.5 

12 

'MMSm 

3.6 

Minneapolis 

3.98t 

7.5 to 7.75 

8.5 

10 

9 to 10 

3.5 to 3.6 

Bt. Louis 

6.48tt 

8.75 

10 

12 

12 

3.8 

Buffalo 

5. 16t 

7.5 

9 to 10 

12 

12 

3.6 to 3.75 

New York 

6.24tl 


14 

15 

15 

3.65 

Oklahoma City 

3.78 

7.5 

8 

10 

9 


Philadelphia 

8.84t 

10 

11 to 12 

12 


3.6 to 3.8 

Pittsburgh 

5.76f 



12 



Dallas 

5.59f 

8.75 

9 

12 

1C 

4.0 to 4.2 

Seattle 

3,87f 

7 

7.5 to 8.6 

10 to 11 

10 to 11 

3.5 to 4.0 

Kenosha, Wis 

6.45 

11 

11 

13 

12 

1 3.5 to 3.6 

Milwaukee 

5.37t 

7 

8.8 

10 

8 to U 

> 3.6|o3.65 


1 Kbllt and Clxiockt, Market Milk pp. 428/. 

* These prices represent Grade B milk or the grade which is most commonly sold, the butterfat 
content varying from 3.5 to 4.8 per cent in different cities. 

t Basic prions for fluid milk. 

t This price applies to part of supply only. Late reports indicate that buying price for part of 
March supply was 3.87 cents per quart. 

I In the 301* to 210~mile tone. 

gets the lowest price and consequently a smaller margin for milk sold in a 
bulk to the wholesale trade. Some bottled milk is sold to the wholesale 
trade but at a higher price. The following table not only shows the 
variation in prices in several different cities but also illustrates the 
variation in gross margins secured on milk sold to different kinds of 
buyers. 
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Table 59 gives, some later figures, showing the cost to the dealers of 
a hundred pounds of fiuid milk testing 3.7 per cent butterfat content; 
the price paid by the consumer for the bottled milk delivered to the door 
daily; and the dealers’ margins per quart. The margin covers the 
dealers’ costs of processing, marketing, and collecting and their profits. 
The price paid for the fluid milk varies widely, it will be noted, from city 
to city. Thus only $1.66 per hundred pounds was paid in Des Moines, 
where the consumer was charged 9 cents per quart, while $2.11 per 
hundred pounds was paid in Louisville, Ky., where the consumer was 
charged 11 cents per quart. The dealers’ margins in Des Moines 
averaged 5.4 cents per quart, and those in Louisville averaged 6.4 cents .\ 
The dealers received the highest margin in Cincinnati and the lowest in\ 
Milwaukee. The farmers received the lowest prices in the Minneapolis, 
St. Paul, Des Moines, and Omaha markets and the highest returns in the 
Louisville, Cleveland, and Detroit markets. 


Table 59. — Dealers' Costs op Milk, the Retail Prices, and the Margins for 

April, 1934* 


Cities 

Dealers' cost per 
100 lb. of fluid 
milk testing 
3.7% butter fat 

Retail price 
per quart, 
delivered at 
homes, cents 

Difference per quart 
between dealers' cost 
and home delivered 
price, cents 1 

Milwaukee 

$1.96 

1.66 

9 

4.7 

Minneapolis 

9 

5.4 

Kansas City 

1.83 

10 

6.0 

Cincinnati 

1.90 

11 

6.9 

St. Paul 

1.66 

9 

5.4 

Indianapolis 

1.76 

9 

5.2 

Des Moines 

1.66 

9 

5.4 

St. Louis 

1.91 

11 

6.8 

Detroit ! 

2.08 

10 

5.5 

Omaha. 

1.66 

9 

5.4 

Cleveland 

2.07 

10 

5.5 

Louisville 

2.11 

11 

6.4 

New Orleans 

1.84 

10 

6.0 



* Quoted from an advertisement by the Gridley Dairy Company, Milwaukee, Wis. This informa- 
Hem was said to be based on government figures. 

1 The dealers* average return on all milk sold is considerably below these figures because of wholesale 
■ales to storee, bulk sales to restaurants, county relief sales, etc. 

u The costs of marketing milk in any given city for a particular d»- 
tributor are influenced by a number of local factors, such as climatic 
conditions, health rules and regulations, wage rates, size of city, distances 
over which the milk must be transported, tax rates, insurance 
costs, and the volume, diversification, and degree of concentration of 
tmuieBB. 
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Representative cost figures for the dairy industry cannot be presented 
until we secure figures on the gross margins on all milk sold. We cannot 
determine whether the gross margin is reasonable or not until we have 
detailed figures on the operating costs of a large number of distributors 
located in many different cities. 

The Margins on Ten Food Products. — The Bureau of Agricultural 
Economics attempted to determine the spread between the price received 
by the farmer and the price paid by the consumer for ten food products. 

Table 60. — Percentage of the Retail Price, for Ten Food Products, That 
Goes for Gross Margin for the Years Indicated 1 

Average percentage by years 

Produet 

1910]l915| 1919 1920] 1921 1924| 1929| 1930| 1931 1932] 1933] 1934' 


Eggs 133.2 36.4 28.8 29. 8|35.0|36. 6(34. 5(38.8(41. 3(41. 2(40. 9I38.5 1 33.5 

Potatoes [47 . 2 40 . 8 37 . 8 34 . 9(44 . 1 ]46 . 4 50 . 6|42 . 4l47 . 4(57 , 5(61 . 8(50 . 7 58.1 

Dairy produets in milk equiva- 
lent* 48.247.847.4 47.0]50.6|fil.7l51.3 55.6 60.4]66 064.9|61.7 54.4 

Hens 34.6 37.4 34.3 35.8|41 .2j39.6]37.3 42.2 748.948.6 45.5 

Beef in cattle equivalent 35.435.636.3 45.1 58. 57.9|47.6 53.4 60.0(63.5 63.4 63.1 53.1 

Pork in hog equivalent 9.426. 15.9 27.l]43.6l42.2|34.6 36.0 4|57 4 53.9 55.7 41.4 

Excluding processing rax 134 . 1 22 .9 

Flour in wheat equivalent 36.4'37.0|29.6 [36.: 52.8|47. 1 52. 7(58.7(68. 2(71. 5|65.0 61 .9 58.7 

Excluding processing tax (47.0 44.6 

Bread in wheat equivalent 74.2|65.1 69.0]81.0|79.6 81.5 85.0 89. 5|90. 8)86. 8(84 82.9 

Excluding processing tax ;78.2 77.1 

Total average for the group. . . . |41.9|44.3j39.06 42. 52.6 52. 5]49.9|53. 3 59.9(65. l|63.2|dl.5 54.4 

Excluding processing tax 57.3 50.5 


1 Gross margin comprises the costs of processing, transporting, and marketing. Table compiled 
from The Margin between Farm Prices and Retail Prices of Ten Foods, op. cit. 

* Includes whole milk, butter, and cheeee. 

The margin comprises the cost of transporting, processing, and marketing. 
The typical family is supposed to consume in a month, according to a 
study made by the Bureau of Labor Statistics, 14.8 pounds of beef, 12.1 
pounds of pork, 2.0 pounds of hens, 5.1 pounds of butter, 1.2 pounds of 
cheese, 58.8 pounds of potatoes, 21.7 pounds of flour, 32.9 pounds of 
bread, 5.1 dozen of eggs, and 39.8 quarts of milk. In order to produce 
these foods in the form in which the consumer buys them from the 
retailer, 32 pounds of beef cattle, 23 pounds of bogs, 2.22 pounds of 
hens, 5.1 dosen eggs, 204 pounds of milk, 1.04 bushels of wheat, an& 
0.98 bushel of potatoes are required. The value of the month’s supply 
of the ten food products was determined by adding the prices received 
by the formers for the required amounts of products. The difference 
between the farm value of these products and the city retail value 
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of the tea foods represents all the charges between the fanner and the' 
consumer. 

These charges include payments for many different kinds of services and are 
collected by many agencies, including country dealers who buy from farmers and 
ship to the cities; the railroads and trucks which transport the products; proces- 
sors, Buch as meat packers, flour millers, and bakers; many kinds of wholesalers 
and jobbers, and retail distributors. 1 

The reader should bear in mind that the margins quoted in the table 
do not represent the costs of marketing. They include the costs of manuA 
facturing as well, except in the case of eggs and potatoes. The retail\ 
price of bread, for instance, includes the costs of other materials in \ 
addition to flour as well as the costs of manufacturing, transporting, \ 
storing, and marketing. The quantity of the other materials used is 
indicated by the fact that the 42.6 pounds of flour secured from a bushel of 
wheat produces 62 pounds of bread. No adjustments were made for 
the value of by-products secured during processing that are not used as 
food. There are only two products in the group for which the margin 
represents the “costs of marketing”; those are eggs and potatoes. The 
processing costs for hens, however, are not large. In the case of hogs 
and cattle the retail price must reflect the large percentage of loss in 
weight during slaughter as well as the processing costs. We learned in 
the preceding chapter that when the weight of the live hog was 228 
pounds the dressed weight was 167 pounds — a loss of 61 pounds, or 
almost 27 per cent. The products of live stock are really joint products. 
Thus the hog produces lard, bacon, hams, loins, salt pork, and ribs; 
and fertilizer, hair, and other non-edible products. Each of these sells 
at a different price. Consequently, the difficulty in arriving at a reliable 
margin is clearly evident. At most, the figure can be only a rough 
approximation. The prices at which the packer can afford to sell the 
edible portions depend to a considerable extent on the prices he can 
secure for the non-edible parts. The margins may be too high relative to 
actual costs on some of the edible parts and too low on others. The 
consumer who confined his purchases to the first would be paying a high 
price for his meats; the one confining his purchases to the latter would be 
paying too low a price, while a purchaser of all the different cuts might 
be paying only a reasonable price. The packer and the meat retailer 
tend to charge for each cut what the consumer will pay. When the 
housewives as a group concentrate on pork chops or on hams, the retail 
prices for these portions are likely to rise while the prices for other por- 
tions not in popular favor are likely to decline. Margins on the ten 

1 Watjgh, F. V., The Margin between Farm Prices and Retail Prices of Ten Foods, 
p 7, 1986. 
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* 

food products mentioned above, existing prior to the World War, are not 
strictly comparable to those of more recent years, owing to more process- 
ing and to more services furnished by the various functionaries concerned. 
There have been also shifts in centers of production and of population, 
and changes in transportation* facilities, marketing organizations, and 
methods. Many of these conditions have made necessary a wider spread 
between the price received by the fanner and the price paid by the 
ultimate consumer. 
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4. Why did the number of cows on the farms of the country continue to increase 
until the drought of 1934 even though prices of dairy products were declining? 

6. How is the demand for liquid milk, butter, and cheese affected by business 
conditions in the cities? Is the demand for dairy products elastic? How do you 
account for the fact that the per capita consumption of butter tended to increase 
during the depression? Why did it decline during 1935? 

6. Why is the per capita consumption of cheese, butter, and milk lower in the 
United States than in Canada, Denmark, Switzerland, Sweden, Finland, and several 
other countries? How can the consumption in the United States be increased? j 

7. What factors enter into the costs of marketing fluid milk? Are the costs too 

high? Justify your answer, \ 

8. Can you suggest practical ways by which the costs of marketing milk to the' 
ultimate consumer may be reduced? 

9. Is there a milk trust? Justify your answer. * 

10. What is the major marketing problem confronting the dairy farmer? 

11. Analyze the figures on margins for the ten food products in Table 60 to deter- 
mine how the margins vary from year to year. Can you establish any relationship 
between the size of the margin and (a) the price received by the farmer; (5) the degree 
of business prosperity or depression? Can you explain why the margins of some 
products went up when the margins of other products on the list went down during 
the same period of time, e.g., from 1921 to 1924 the margins for eggs, potatoes, and 
dairy products went up while those for flour, bread, hens, beef, and pork went down. 

12. The figures for 1934 and for February, 1935, show that the processing tax was 
an important factor in the margin of pork and flour. Does this indicate that the 
farmers received more or less of the retail price? That the consumer paid a higher 
or a lower price? That the processor had his operating costs increased by the amount 
of the difference? Justify your answers. 

Assignment 

Using the outline on pages 266 and 267 as a guide, prepare a report of approximately 
2,500 words on the marketing of one of the following products: wheat, com, rye, 
barley, rice, hay, broom com, hogs, cattle, sheep, horses, mules, eggs, poultry (or 
chickens, ducks, geese, turkeys), milk, apples, potatoes, citrus fruits, bananas, 
melons, berries, head lettuce, spinach, peanuts, pecans, grapes, onions, tomatoes, 
beans, cabbage, tobacco, cotton, wool, flax, raw sugar, raw rubber, green coffee, 
tea, or any other product you may choose. In each case state definitely the major 
problem met in marketing this particular product, and how it is or may be solved. 

1. Problem 2, p. 44. Gratner Company — Selling Milk. 

2. Problem 2, p. 165. Land O’Lakes Creameries, Inc. 

3. Problem 1, p. 656. New England Milk Producers' Association— Relation of 
Supply to Price. 



CHAPTER XII 

THE MARKETING OF NATURAL PRODUCTS 

Purpose of this chapter: To analyze the factors that control the forces of demand 
and supply of natural products; and to discuss the problems met and the methods 
used in marketing land, mineral products, forest products, and the product of 
fisheries. 

The second major classification of economic goods which we ah*11 
consider is the natural products group. This class comprises all those 
goods that are commonly referred to as “free gifts of nature.” Thar 
basic utility is supplied by nature. Man then gives them special form, 
place, time, and possession utility by means of his manufacturing and 
marketing activities. The most important and better known natural 
products are land, minerals, forest products, and the wild animal life of 
both land and water. 

Characteristic Features of Natural Products.— The distinguishing 
feature of the members of this class of economic goods is that they 
cannot be reproduced readily. The supply of agricultural products, for 
instance, can be readily and conveniently increased or decreased. The 
ultimate supply of land and of minerals, however, is fixed. The supply 
can be decreased through use and waste, but man is unable to create new 
supplies. He may discover new sources of supply and he may develop 
synthetic substitutes, but he is unable to create natural products. The 
products of forests and fisheries in the original state are produced by the 
forces of nature without the aid of man. The supplies of these two 
groups, however, are more amenable to the supervision of man than 
those of the first two mentioned. Society is able to increase the supplies, 
to a limited extent, by reforestation and through the propagation of the 
animal life of the waters. The extent of this practice and the success 
attuned to date have been such minor factors as to be insignificant in 
effect on the general supply. Governments throughout the world, 
recognizing this situation, have centered their efforts on conservation of 
existing supplies rather than on attempts to produce new goods. The 
extractors and exploiters of natural products, in common with the pro- 
ducers of agricultural and manufactured goods, have encountered market- 
ing difficulties arising from over-production. This situation has been 
particularly acute among the producers of the minerals. 

The natural products, with the exception of land, are used primarily 
M raw materials by industry. The problems encountered in marketing 
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natural products are quite different from those met in marketing agri- 
cultural products. This is due chiefly to the characteristics of the source 
of supply^ of the product; and of the methods of production. These 
goods are typically bulky, with the exception of the precious metals 
and stones. They are usually found tong distances from the large 
centers of consumption; urban land is an exception. Since they cannot 
be readily reproduced, they constitute what is commonly referred to as a, 
“ diminishing asset.” This last feature has led society to consider some 
of these products as being endowed with a high degree of “public 
interest” which calls for a national policy of “conservation of natural 
resources.” \ 

The discussion in this chapter is confined to an analysis of tBe prob- 
lems affecting the marketing of the more important products listed in the 
following outline. 

Natural Products 

I. Land: 

1. Rural. 

2. Urban. 

II. Minerals: 

1. Metals. 

a. Ferrous. 

b. Non-ferrous. 

c. Precious. 

2. Fuels. 

а. Coal. 

б. Petroleum. 

c. Natural gas. 

3. Non-metals. 

III. Forest products: 

1. Lumber. 

2. Pulp wood. 

3. Firewood. 

IV. Animal life of land and water. 

The Marketing of Land. — Land originally was a free good, but the 
growth in population and the desire for the limited number of favorably 
located portions gave these particular sections an added utility. People 
who did not own, possess, or control these desirable pieces of land were 
willing to give the possessors some form of value in exchange for the 
privileges of ownership. 

m No product is in more universal use than land ; it ranks in importance 
with air and food. Land may be thought of as not only furnishing a 
position upon which to stand, but also as providing either directly or 
indirectly, all our water, food, clothing, and shelter. The vast impor- 
tance of land is suggested by the slogan “Under all, the land.” Since 
the amount of land is definitely limited, the uneven distribution of the 
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rapidly increasing population tends to develop a greater demand for some 
parcels of land than for others. 

The Demand far Land . — Land is wanted for different purposes. The 
urban population wants the position or location feature that land fur- 
nishes; the rural population wants this factor plus the additional element 
of toil fertility and a suitable climate for producing crops and supporting 
live stock. Other interests may want certain lands because of scenic 
beauty, the forest and mineral products, or the water power that may go 
with ownership of the land. 1 

The demand for land is typically small-scale, while the supply is 
limited. No more land can be produced to meet the increasing demand. 
This fact leads to a considerable amount of speculation because of the 
practice of discounting future values. The demand, moreover, within 
definite areas may change quite drastically during a period of a few 
years. A high-class residential district may deteriorate and sell at 
only a fraction of the former price; on the other hand, a section that has 
been considered low grade may change rapidly into a highly desirable 
section owing to some special local development. 

The unit of purchase is usually small; the day of selling land by the 
thousands of acres is rapidly passing. The disappearance of free land in 
the United States has tended to reduce the size of the unit of sale mid to 
increase the price for the smaller unit. The purchase of a piece of land is 
normally regarded as an investment by the buyer. He usually forms 
his decision to buy only after careful consideration. If the land is to be 
used as a site for a home, the opinions of various members of the family 
are considered before the contract is signed. A successful and satis- 
factory purchase demands a considerable amount of knowledge and skill 
on the part of the buyer. He must be able not only to determine present 
values but to anticipate future changes that may affect the desirability 
and therefore the value of the contemplated piece of property. 

The effective demand for land was greatly restricted during the period 
1930-1934. As purchasing power declined and as available credit 
disappeared, sales fell almost to zero, and repossessions by creditors 
increased greatly. The tax burden on land tends to increase constantly. 
The decline in value was much greater during the period mentioned than 
the decline in taxes; consequently, the tax burden became relatively much 
greater than formerly. This situation greatly curtails the demand for 

1 The rights that a purchaser receives with reference to water power, mineral 
deposits, and air when he buys land depend upon the laws of the country in which 
the land is located. In some countries — those, for instance, whose legal system Is 
influenced by the Napoleonic Code — all mineral deposits are under the control of the 
government and do not pass with the ownership of the surface of tire land as is cu*- 
tomary in the United States. 
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land. A wide spread expectation of monetary inflation tends to stimulate 
the demand for land. 

The Factors That Control Supply . — The supply of land is limited 
absolutely to the earth's surface; practically, it is limited by the degree 
of desirability, which, in turn, is determined by such factors as accessi- 
bility, fertility, climatic conditions, and the presence of mineral resources, 
deserts, mountains, lakes, rivers, and swamps. This product is non-, 
perishable to the extent that the number of acres of land remains con-j 
stant, yet the fertility of the soil may be so reduced through improper^ 
methods of cultivation and rotation of crops, and by wind and water 
erosion, as to make the land practically worthless. The mineral, forest, 
and fishery products may be extracted to such an extent that nothing 
valuable remains. 

Land, of course, lacks place mobility and it does not possess a high 
degree of homogeneity. Utilities have to be transported to a particular 
parcel of land since the land cannot be transported to a specified location. 
Highly desirable property may be found in close proximity to almost 
worthless land. The value of the property is affected by accessibility to 
transportation facilities, markets, schools, and other desirable features. 
While each parcel of land has its own individuality, it is possible to 
classify the different kinds according to use. The following outline 
presents a rough classification of this commodity. 

Classification of Land 

I. Rural land: 

1. Farm lands. 

а. Cultivated lands. 

б. Pasture lands. 

e. Wood lots and waste lands. 

d. Cut-over timber lands. 

2. Forests. 

3. Lakes, rivers, and water-power sites. 

4. Mineral lands. 

5. National, state, and other parks. 

6. Waste lands. 

II. Urban land: 

1. Commercial and industrial locations. 

a. Central business section. 

b. Outlying business sections. 

c. Manufacturing sections. 

' 2. Residential locations. 

a. Apartment houses and family hotels. 

b. Duplexes. 

c. Single-family dwellings. These locations may be restricted as to type 

Mid quality of home that may be erected. 

d. Suburban property and sub-divisions. 

3. Recreational sections — playgrounds and pa rks . 
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The federal government adopted the point of view, in 1934-1935, that 
there was too much land of poor quality in use and developed a policy of 
buying large acreages of sub-marginal land from individuals for the 
purpose of retiring them from cultivation. Some of this land is to be 
sown in grass; other sections are to be made into forest land. If this 
practice is followed to its ultimate end, the effective supply of farm lands 
will be reduced by approximately 75,000,000 acres. This is almost 
15 per cent of the total amount classified as improved land. This 
wholesale retirement will have a tendency, over a period of time, to 
raise the value of the remaining portion. The various governmental 
units throughout the country, however, are continually adding small 
quantities to the available supply through irrigation of arid sections 
and through the drainage of swamps. 

Governmental Control of the Use of Land . — The method of utilization 
of urban property is usually controlled to a considerable extent by the 
city. Zoning laws divide the city into districts according to the use to 
which property in each district may be put, e.g., residential, commercial, 
and industrial districts. The maximum height of buildings that may be 
erected on the property is fixed by law as well as the percentage of the 
lot that may be occupied by structures, the size of the courts, side yards, 
and setback. The maximum number of families allowed in a building 
may be specified by the city government. 

Eminent domain, or the right to take private property for public 
purposes by paying just compensation, is a recognized power of the federal 
and state governments. It will be noted from these statements that the 
marketing of real estate is hedged in with many more legal restrictions 
than is the case with agricultural products. 

Methods of Selling . — The major services necessary for the marketing 
of land are selling and financing. It is obvious that no transportation 
and storing of land are involved. Considerable emphasis, however, is 
sometimes placed upon transporting prospective purchasers to the 
location of the property. Financing is usually accomplished through 
the use of first and second mortgages and land contracts. The mortgages 
are bought by individuals, insurance companies, building and 
loan associations, land banks, investment houses, and commercial 
banks. 

The sale of land at one time was accompanied with a great amount of 
formality. The state, as indicated above, continues to exercise control. 
A formal legal document, the deed, must be executed every time the 
parcel of land changes ownership. A history of the changes in ownership 
is kept in the county recorder’s office. The owner of a piece of property 
may sell it outright, passing along all his rights and privileges, or he may 
sell or lease the “right” to use the property for a limited time or for 
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certain definitely specified purposes. He may sell directly to the party 
that intends to utilize the property or he may employ some intermediary. 
A number of states have laws requiring the dealers in real estate to secure 
licenses before they can operate. 

Real Estate Marketing Functionaries .*— Since there is so much legal 
formality involved in transferring the ownership of a parcel of land, the 
purchaser and the seller usually find it advisable to employ the services 
of one or more specialized functionaries. The buyer wants to be sure hje 
is securing a legal title. He may demand an abstract of title prepared bv 
an experienced lawyer, tracing the ownership of the property from the 
earliest record. He may demand a guaranteed title, i.e., a title guarantee! 
company will, for a fee, guarantee that the title is clear and the trans-\ 
ference legal. 

The principal functionaries are the real estate broker; appraisers; 
the real estate merchant; the title guarantee company; the law firms 
which prepare abstracts, contracts, and other legal documents; and the 
various forms of mortgage companies, e.g., building and loan companies, 
insurance companies, and banks. 

The Broker. — Realtors or real estate brokers are frequently employed 
to find a buyer for the seller and sometimes to find a seller for the prospec- 
tive buyer. These brokers may perform merely the true brokerage 
function of bringing buyer and seller together, but they frequently 
perform or arrange for the performance of other services, such as tracing 
the title, financing, appraising, and making out the necessary legal 
documents. They receive their remuneration in the form of a commis- 
sion based on the selling price of the property and the amount of service 
rendered. 

The Merchant. — Some real estate firms operate as merchants. They 
may buy large tracts of land adjoining a city, subdivide it into small 
parcels, and retail these to people seeking a site for a home. The mer- 
chant may buy a single city lot, farm, or industrial property and sell it 
to an individual buyer. His objective is to make a profit on each 
transaction. These sales may be for cash, but usually the real estate 
merchant arranges some plan for financing the transaction. He may 
extend credit on his own resources or he may form some connection with 
ft local financial institution which extends the credit. Real estate has 
been sold on the partial-payment plan for a very long time. 

Real estate brokers and merchants are well organized. Each city 
usually has a local real estate board; the local boards frequently are 
members of the National Association of Real Estate Boards. These 
associations have done much to reduce the unethical practices of some 
operators. A code of ethics has been drawn up which all members are 
asked to endorse and follow. 
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The Speculator. — Promoters have long been active hi the real estate 
field. Men buy parcels of land upon which to erect buildings, with 
the expectation of selling the combined properties at a profit. Others 
buy real estate on a very small down payment, which corresponds to the 
margin trading of the stock speculator, with the hope of being able to 
resell to some other buyer within a short time. The marketing of real 
estate has been notorious for high-pressure selling on the part of some 
firms and individual salesmen. Telephone and direct-mail solicitation, 
newspaper advertising, free dinners and transportation, promises 'of 
quick and large profits, false statements, and alluring financing {dans 
have been profitably used to entice the gullible. The wild speculation in 
urban property during the period 1925-1929 was, no doubt, one of the 
important causes of the financial upheaval during 1929-1932. The 
ungoverned speculation in agricultural lands during 1918-1920 was a 
contributing factor in the debacle of 1921. 

Marketing of Mineral Products. — The existence of modem civiliza- 
tion depends upon the presence of a bountiful mineral supply. Among 
the more important mineral products are coal, petroleum, natural gas, 
iron, copper, tin, lead, stone, bauxite — from which aluminum is derived — 
Chilean nitrate, sulphur, gold, and silver. All of these products, with 
the exception of coal and to a limited extent natural gas, are used exclu- 
sively as raw material. The demand is fairly inelastic under normal 
business conditions but it is subject to violent cyclical variations during 
periods of boom and depression. 

Table 61 indicates the relative importance, based on quantity produc- 
tion, of the major products of the principal mineral commodities of the 
United States for the years given. 

The total approximate value of all metallic products for 1932 was 
$283,700,000; for 1933 it was $411,300,000. The total approximate 
value of all non-metallic products, exclusive of mineral fuels, for 1932 
was $428,400,000; for 1933 it was $448,700,000. The total value of 
mineral fuels for 1932 was $1,743,600,000. The total value for 1933 
declined, contrary to the movement of other mineral products, to $1,628,- 
200,000. The grand total approximate value of all mineral products in 
1932 was $2,461,700,000; in 1933 the grand total was $2,555,100,000; in 
1934 the total was $3,350,000,000. 1 The increases were due to both 
increased output and higher prices. 

This is the age of power and metal. The minerals, coal, petroleum, 
and natural gas are the sources of the greater part of the power used* 
daily; the metals are used to facilitate transportation and communication, 
to manufacture machines, and in the construction of buildings. Shoe 
such a large proportion of the minerals is used as raw materials in essential 

1 Mineral* Yearbook, 1986, op. eit. 
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Tabud 61. — Pboduciton of Pbincipal Mineral Commodities in the United 
States, 1930 and 1933, Compared with Averages fob 1926-1929* 


Commodity 

Average, 

1926-1929 

1930 

1933f 

Metals: 

Copper, short tons 

893,000 

697,000 

225,000 

Lead, short tons 

661,000 

574,000 

260,000 

Zinc, short tons 

Gold, ounces 

690,000 

489,000 

306,000 

2,277,000 

2,286,000 

2,435,000 

Silver, ounces 

61,820,000 

60,748,000 

22,141,000 

Pig iron, long tons 

37,943,000 

29,905,000 

14,353,000 

Aluminum, short tons 

88,000 

115,000 

43,000 

Fuels: 

Petroleum, barrels 

869,000,000 

898,000,000 

\ 

899,000,000 

Natural gas, 1,000 cubic feet. 

1,487,000,000 

1,943,000,000 

1,480,000,000 

Bituminous coal, short tons . . 

629,383,000 

467,526,000 

327,940,000 

Anthracite, short tons 

75,105,000 

69,385,000 

49,399,000 

Nonmetals: 

Sulphur, long tons 

1,951,000 

2,559,000 

1,406,000 

Portland cement, barrels 

169,000,000 

161,000,000 

63,000,000 

Lime, short tons 

4,457,000 

3,388,000 

2,224,000 

Sand and gravel, short tons . . 

196,849,000 

197,052,000 

104,000,000 

Building stone, cubic feet 

32,365,000 

30,169,000 

13,584,000 

Slate, short tons 

690,000 

464,000 

260,000 

Gypsum, short tons 

5,356,000 

3,471,000 

1,335,000 

Crushed stone, short tons. . . . 

87,425,000 

87,111,000 

50,000,000 

Salt, short tons 

7,791,000 

8,054,000 

7,605,000 


* U . S . Department of the Interior , Minerals yearbook 1934. 
t Preliminary. 


industries, strenuous efforts have been made by nations as well as firms 
and individuals to secure control of these limited sources of supply. 
This desire has encouraged among business firms a rather general practice 
of integration and large-scale production. Large manufacturing firms, 
such as the U.S. Steel Corporation, own both ore and coal mines; the 
Anaconda Copper Company owns copper mines, smelters, and manu- 
facturing plants; the Ford Motor Company owns iron and coal mines; 
the Al uminum Company of America owns bauxite mines and refining 
and fabricating plants. Some of the large oil refiners 1 own producing 
lands, lease other properties, control pipe lines, and own tank cars and 

, 1 The following statement appeared as part of a newspaper advertisement run by 
the Standard Oil Company (Indiana) on Mar. 20, 1930. “During the year, this 
company has taken a great stride forward by acquiring control of the Pan American 
Petroleum and Transport Company and subsidiaries with its five million acres of oil 
lands, thus providing an assured source of crude petroleum and securing expanded 
marketing facilities.” The same company spent millions of dollars during 1938 in 
acquiring more producing properties. 
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ships, as well as wholesale and retail establishments. The marketing 
problem, as far as the natural product is concerned, does not exist in 
these cases of integration. The industry, in general, tends to operate 
under conditions of increasing costs. 

Nature of the Supply of Mineral Products . — No one knows the potential 
supply of mineral resources hidden away under the earth's surface. 
Many estimates with reference to the amount of the coal and oil reserves, 
for example, have been made and later found to be too low because of 
the discovery of new fields. Improved methods of extraction, produc- 
tion, and utilization have had the same effect as an increase in the supply. 

Nature of Mineral Products. — The minerals, excepting gas and 
petroleum, are relatively non-perishable. Owing to the fact that natural 
products are usually found far away from the consuming centers, and 
because of their great bulk, weight, and the large quantity of waste 
material, transportation presents the greatest difficulty. The integrated 
firms have solved this problem by establishing smelters and refineries 
near the source of supply and then transporting the refined products 
to the large central markets or to their own manufacturing plants. The 
oil and gas industries developed a special form of transportation — 
the pipe line — to facilitate the concentration of the crude petroleum at 
the refineries and to transport the gasoline to large distributing points. 1 
Coal may be turned into electricity, and then the electricity may be 
sent over high-tension lines to the point of utilization, within certain 
territorial limits, much cheaper than the coal can be transported. The 
limited use of electricity at present prevents the wide application of this 
plan. The movement of coal from any particular field to any given 
market depends upon the freight rates and the scale of wages paid the 
miners. The freight rate alone frequently equals half of the retail price 
of the product. Whether the Great Lakes industries, for example, buy 
their coal from the producing regions north of the Ohio River or south 
of it depends upon the relative freight rates and the wages paid to the 
miners in these producing districts. 

The Non-ferrous Metals . — The non-ferrous metals copper, lead, zinc, 
and tin have been extracted in such large quantities in recent years that 
prices during the depression declined below costs of production for many 
producers. Attempts to raise prices and to maintain them on a high 
level have not been very effective. High prices invariably stimulate 
production to such an extent that prices eventually fall drastically.* m 

The United States produces approximately 50 per cent of the worlds 
supply of copper and consumes about 53 per cent of the world's output. 

1 Tank cars and tank ships are somewhat less specialized transportation equipment. 

* For a study of this situation, consult M. T. Copeland, “Raw Material Prices 
aud Business Conditions,' 1 Harvard Business Research Studies , 2, May, 1933. 
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An import tax of 4 cents per pound was placed, in 1932, on copper brought, 
into the United States. The domestic consumption of copper was 
1,137,000 short tons in 1929. The copper industry in the United States 
was operating, in the first half of 1935, at around 20 to 25 per cent of its 
capacity. The demand comes chiefly from the automobile and electrical 
industries. Under normal business conditions, the public utilities and 
tire building industry use large quantities of copper. 

Lead is used for the manufacture of storage batteries, paint pigments, 
and cable covering. The producers of these products account for 
approximately 60 per cent of the total demand for lead. There arelof 
course, many other uses. Lead competes with copper, zinc, and otner 
metals. The prices of substitutes are therefore an important factor 
of demand. The United States and Mexico are the principal producing 
countries; still they account for only about 50 per cent of the world 
production. Canada and India are, however, important sources of 
supply. The Bupply is greatly augmented by scrap lead recovered from 
various products. Lead is found in conjunction with silver and zinc. 
The producers of this product encountered, during 1929—1934, the familiar 
problem of over-production and falling prices. They attempted to 
control prices, with the well-known result; i.e., high prices stimulate 
production and encourage the use of substitutes. The price in July, 1932, 
was 62 per cent below the September, 1929, price and 73 per cent under 
the price of January, 1925. 1 

Zinc is used principally in galvanizing and brass making. These 
activities formerly accounted for 75 per cent of the total demand. Other 
uses lure for rolled zinc, die casting, and the manufacture of certain 
chemical products. Agreements for control of production have suc- 
ceeded in reducing production and stocks on hand. Zinc competes with 
copper, lead, and tin in construction work and with lead in the manu- 
facture of pigments. The demand is affected by general business condi- 
tions and by the state of prosperity in the agricultural, building, and 
automobile industries. 

Zinc is found in combination with lead and silver. It is therefore a 
joint product. The supply and demand for this product are subject to the 
same kinds of maladjustments as have been mentioned above. The 
same type of solution has been attempted. 

“Tin, unlike lead, zinc, and silver, usually is not found in combination 
# with other metals in ore deposits.”* The major sources of supply are 
Malaysia, Dutch East Indies, and Bolivia. These three regions produce 
90 per cent of the world’s supply. This supply is supplemented by 
'large quantities of reclaimed tin. The principal demand comes from 

1 Ibid., j>. & 

$ Ibid., p. 11 . 
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Europe and Hie United States. Hie latter country normally uses 
47 per cent of the world supply. Tin is a raw material used to produce 
tin plate, tin foil, and collapsible tubes; solder and bearing me tals ; and 
for weighting silk cloth and in miscellaneous chemicals. The dam«.nrf for 
tin is greatly affected by conditions in the canning industry and in the 
heavy-machinery field. 

The sources of tin are highly concentrated, geographically; t.hin 
condition facilitates effective control of production. The demand is 
widely scattered throughout the industrial world. The countries that 
are the major users of tin produce very little. The financial control 
of copper production is highly centralized, while the use is widespread. 
Financial interests in the United States control the major sources of 
supply. This control was used during 1928-1930 to raise prices. The 
result was that production in Africa, which is under the control of 
European capital, was greatly stimulated. The new competition, 
together with the declining demand due to the world-wide business 
depression, caused a drastic decline in prices, e.g., from 24 cents a pound 
to less than 5 cents a pound. Tin and copper, in addition to their 
usefulness in peace-time industries, are necessary for war materials. 
All nations are, therefore, much concerned about having a sufficient 
supply for emergencies. 

The Precious Metals . — The problems of marketing the precious metals 
gold and silver are so dominated by political policies and practices that 
we shall not attempt to discuss them here. The U.S. Government, 
since 1933-1934, has greatly encouraged the production of these metals 
by raising the prices to a high level in an attempt to raise the general 
price level; t.e., the federal treasury has an offer outstanding to buy all 
gold and silver at prices considerably above the world and national 
normal prices. Since the major portion of the silver produced in the 
United States is a joint product, the prices of the other minerals found 
in combination with silver, and to some extent with gold, influence the 
amount of the precious metals that can profitably be mined, even*though 
there is a guaranteed high price. 

The Fuel Minerals. — None of the mineral products has suffered 
more from the unbalancing of supply and demand than the fuel groups— 
coal, petroleum, and natural gas. This group is not related, in either 
production or use, to the non-ferrous metals. 

The production of petroleum increased tremendously from 1922 tcv 
1932. The increase in the United States was almost 100 per cent from 
1922 to 1929. During this period we produced from 00 to 70 per cent 
Of the total world output and we consumed 55 to 65 per cent of the world 
production. 1 The U.S. Geological Survey estimated, in 1919, that the 

* Conwro, op. e it., p. 16. 
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United States petroleum reserves amounted to something short of 

7.000. 000.000 barrels, or less than twenty years’ supply at the rate Of 
consumption then existing. New fields were later discovered so that 
by 1929 the reserves were estimated at three times those of ten years 
earlier. 1 During the ten-year period m # ore than the 1919 estimated 
reserves was actually taken from the wells, and the annual consumption 
had greatly increased. The major producing fields are located hundreds 
of miles from the principal consuming centers. Since the refineries 
tend to locate near the centers of consumption, the crude oil must oe 
transported long distances. The major portion is transported by meaqs 
of pipe lines. The trunk-line tariff on crude oil from the mid-continen^ 
to Sugar Creek, Mo., in 1934, was 25% cents a barrel; to Wood River^ 

111., 32% cents; and to East Chicago, Ind., 41 cents; from Winkler 
County, West Texas, the rate to Wood River was 50 cents; and to Whit- 
ing, Ind., 60 cents. The field-gathering charge on crude oil in Kansas 
and Oklahoma was 10 cents a barrel. 2 The map on page 381 shows the 
major oil-producing fields in the United States. 

Attempts, through governmental action, to control output have been 
more or less successful. The so-called “hot-oil” problem has been one 
of the most difficult ones to solve. It was not until the federal and the 
state governments began determined cooperative action to restrict the 
flow of oil from the wells, through the pro-rating plan, that effective 
results were secured. Since petroleum and natural gas are natural 
resources, endowed with a high degree of public interest, such drastic 
action seems justified. There has been enormous waste of these products; 
consequently, society has to take action to protect its future supplies. 
Crude petroleum is the source of a number of joint products turned out 
during the refining process. The more important ones are motor fuel 
of different grades, finished kerosene, heavy fuel oil, finished lubricating 
oils, wax, raw gasoline, gas oil and paraffin oils, coke, and asphalt. There 
are, in addition, scores of by-products. The demand for crude oil is, 
therefore, a derived demand which is quite inelastic. There is a high 
degree of integration in the industry. A considerable amount of petroleum 
is produced under small-scale methods by small local drilling companies 
operating on land leased on a royalty basis from farmers. The farmer is 
usually paid a small cash rental until a well is drilled. He then receives 
one-eighth of the oil produced. The crude oil is sold to pipe-line com- 

* * H. B. Soy stub, federal geological expert, estimated in 1934 the total petroleum 

reserves to be 13,250,000,000 barrels. This is probably a conservative guess. The 
point we are trying to make, however, is that an accurate estimate is impossible under 
the conditions now existing. 

1 New York Jour . of Commerce , May 31, 1934. These rates were those charged 
by the Stanolind Pipe Line Company, a subsidiary of the Standard Oil Company of 
Indiana. The tariffs were effective as of June 21, 1934. 




Map 6 — Principal oil-producin* umi of the United States. (American Petroleum Institute, New Far*.) 
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panies, which: in tom resell to the refiners, or the sale is made directly 
to tiie refiner. 

Nature of the Demand for Coal . — The distribution of the demand for 
bituminous coal is estimated to be as follows: 28 per cent consumed by 
the railroads, 25 per cent by factories, >5 per cent by coke ovens and 
gas plants, 10 per cent by domestic consumers, 7 per cent by steel plants, 
7 per cent by power plants; 4 per cent is exported, 2 per cent used at the 
mines, and 2 per cent used as fuel for steamships. Anthracite is used 
extensively for household purposes. Coal is sold for cash and on contract 
for future delivery. Since 1925 the demand for this fuel has felt the 
effect of competition from cheap fuel oil, electricity, and, more recently, 
natural gas. \ 

Some new developments affecting the demand for coal are the recent 
agitation for the use of water power to generate electrical energy, e.g., 
Boulder Dam, the Tennessee Valley Authority, and proposals for the 
St. Lawrence and other places in the country. Owing to the efficient 
utilization of coal for the production of steam, the railroads effected a 
fuel saving of almost $47,000,000 in 1933 compared with 1920. In 
December, 1920, approximately 197 pounds of coal was required to 
move each 1,000 gross ton miles of freight; in 1933 only 140 pounds was 
required to do the same amount of work. This represents a relative 
reduction in fuel consumption of 28.9 per cent. During the period 
1922-1933 the increased efficiency in the use of fuel in railway freight 
service resulted in a saving of $440,113,000. This represents a perma- 
nent reduction in the demand for coal. The demand from the railroads 
has been further reduced through electrification and the use of Diesel 
engines. 

Methods of Marketing Coal. — Coal is so widely distributed over the 
earth that a great amount of it is produced under small-scale methods. 
The small- and large-scale methods of production and of consumption 
make necessary two different methods of marketing. Producers typically 
Bell directly to large users and through wholesale and retail coal dealers 
to the small users. Large-scale producers and large-scale consumers 
typically use the direct method. Many large users, such as railroads, 
steel companies, and public utilities, own coal mines. This practice 
eliminates the marketing process in such instances. Coal brokers and 
sales agents are also used. This product, in common with other minerals, 
js bought and sold on the basis of samples and tests. Future trading in 
crude oil and gasoline on the New York Commodity Exchange was 
instituted during the first half of 1935. 

Chief Justice Hughes, in rendering judgment in the Appalachian Coal 
Case (1933), stated some pertinent facts concerning the supply factors of 
bituminous coal, viz., “The findings of the District Court, upon abundant 



THE MARKETING OF NATURAL PRODUCTS 333 

evidence, leave no room for doubt as to the economic condition of the 
coal industry." That condition, as the District Court states, •“has 
for many years been indeed deplorable." Owing largely to the axpunmon 
under the stimulus of the World War, “the bituminous mines of the 
country have a developed capacity exceeding 700,000,000 tons" to meet a 
demand “of less than 500,000,000 tons." 1 

Marketing Natural Gas .— The discovery of many new natural-gas 
fields and the rapid extension of pipe-line distributing systems make it 
possible to use this product to meet the ever-increasing demand for a 
cheap industrial fuel and a convenient, clean, and economical household 
fuel. Such industrial users as metal-working, ceramic, glass-making, 
smelting, and petroleum-refining firms constitute a market for natural 
gas in wholesale quantities. The household market uses the product 
for cooking, heating the house, firing the water heater, and operating 
the refrigerator.* 

Demand Factors.— The demand for natural gas is fairly constant. 
Leas is used in winter for household purposes, but the industrial demand 
during the summer is likely to offset this deficiency. The industrial 
demand is subject to the cyclical conditions that affect the demand for the 
products of the particular industry concerned. 

Natural gas was used at the beginning of 1930 in more than 2,500 
communities having a population in excess of 17,000,000. Some of 
the larger cities using natural gas are Buffalo, Chicago, Cleveland, 
Pittsburgh, Wheeling, Cincinnati, Columbus, Toledo, Kansas City, 
Tulsa, Oklahoma City, Dallas, Wichita, Houston, San Antonio, Baton 
Rouge, Shreveport, Memphis, New Orleans, St. Louis, Los Angeles, 
San Francisco, and Denver.* There was produced in 1933 approxi- 
mately 1,480,000,000,000 cubic feet of natural gas with a value of about 
3375,000,000 at the point of consumption. The output was about 5 per 
cent less than in 1932. This decline, however, was much less than for 
1931 and for 1932 from the preceding years. The peak was attained in 
1930, when almost 1,950,000,000,000 cubic feet was produced. 4 The 
number of natural-gas customers was estimated at 5.4 millions on July 
31, 1934. There were in November, 1934, 5,273,500 domestic users of 
natural gas— a new peak. Revenue for the first ten months of 1934 was 
in excess of $255,000,000. 
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The Competitive Situation. — The chief problem in the marketing 
of thiB natural product is to provide the facilities for satisfying the 
growing demand and to deliver it in such an economical manner that 
the competition from other forms of fuel, such as manufactured gas, 
coal, and oil, can be met. Competition* from electricity is growing in 
some sections of the country where subsidized hydroelectric energy is 
being supplied at a low price. Much attention has been given to teaching 
consumers how to obtain greater efficiency from the utilization of the 
product. Natural gas and manufactured gas can be mixed and us^d 
to the advantage of both. The former has greater heating power, wl 
the latter tends to conserve the natural supply. 

Supply Factors of Natural Gas. — A prediction was made in 1921 to 
the effect that the production of natural gas had reached its peak and' 
would rapidly decline. Production in 1921, in fact, declined 137,000,- 
000,000 cubic feet compared with the preceding year. At that time 
the producing region was confined chiefly to Pennsylvania and West 
Virginia. The great fields of Texas, Louisiana, Oklahoma, Kansas, and 
California had not as yet been developed. 

The rapidity of the recent increase in production is reflected in the 
growth of consumption, for natural gas is consumed at about the rate 
it is produced. The consumption in the United States for 1921 was 
662,000,000,000 cubic feet; by 1928 it had increased to 1,567,877,000,000 
cubic feet and reached the huge sum of 1,943,421,000,000 cubic feet in 
1929. It is estimated that approximately 80 per cent of this amount went 
to industries. About 70 per cent of the gas is treated so as to produce 
natural gasoline; carbon-black plants consume approximately 10 per cent 
of the output. Other important consumers are public utilities, petroleum 
refineries, and other industrial concerns mentioned above. A large 
quantity is used for fuel in oil- and gas-field operation. The effect of 
the business depression was reflected in the decline in consumption in 
1934. It was estimated, for example, that only 750,000,000,000 cubic 
feet was consumed during the first ten months of 1934. 

Meeting the Transportation Problems. — The wide use of natural 
gas is made possible through the utilization of pipe lines. Several 
lines approximately 1,000 miles in length were in use by 1930. A dis- 
tributing system comprising 800 miles of gas transmission lines' and 
about 6,000 miles of inter-connected distribution mains was in use on 
the Pacific Coast in the same year. 1 A total of more than 50,000 miles 
if natural-gas transmission lines was estimated to be in use in the fall 
of 1934. It is predicted that the entire country will be crisscrossed with 
pipe lines conveying natural gas much as it is now traversed by wires 
for tiie transmission of electrical energy. These long pipe lines also 

1 Srsmu, op. cit. 
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provide a huge reservoir for storage. It has been found feasible under 
certain conditions to store gas in the great reservoirs which remain after 
a natural-gas field has been exhausted. 

The peculiarly volatile nature of the product, its high degree of 
perishability, and its remote location from the consuming centers make 
integration and large-scale operation necessary. The construction 
of the elaborate distributing systems requires huge sums of money. 
The assurance of an adequate source of supply is essential before a large 
distributing system can be financed. These factors necessitate large 
sums of money for the development of wells and the purchase or lease 
of large tracts of land as well as for the concentration and distribution 
systems. This situation has promoted the formation of super-gas 
companies. This form of integration comprises producers, pipe-line 
companies, and local utilities which distribute the products to industries 
on a wholesale basis and to the homes on a retail basis. 

Increasing the Consumption of Gas. — The distributing companies 
use space advertising, various forms of publicity, direct mail, personal 
solicitation, and demonstration to increase the consumption of natural 
gas. Gas appliances, such as ranges, water heaters, furnaces, and 
refrigerators, are sold on attractive terms by these local companies for 
the purpose of increasing the sale of gas. 

Marketing Forest Products. — The most important forest products 
are firewood and logs, which are cut from the trunks of the trees. There 
are, however, many valuable products manufactured from timber. 
Among the more commonly known of this group are naval stores, which 
comprise turpentine, rosin, pitch, and pine tar; raw rubber; pulp wood; 
shingles; charcoal; and maple syrup and sugar. 1 

The Demand Factors . — The demand for forest products is enormous. 
New uses for wood products are being found continually to replace the 
former demand that is now being supplied with coal, oil, gas, cement, 
the metals, and various forms of composition materials. 

Wood products are used as raw material on a large scale by industrial 
plants, and as consumer's goods on a small scale by individuals. The 
importance of the various markets for lumber is indicated by 
Table 62. 

The steadily increasing price of lumber during the last ninety years 
reflects the increasing demand and the decreasing supply of forest 
products. Lumber prices increased approximately 400 per cent between 
1840 and 1025, compared with an increase of less than 100 per cant 

1 Approximately 12,004,000 maple trees were tapped in 1935; 3,340,000 gaBoas 
si syrup wad 1,714,000 pounds of sugar were produoed. This production was « 
substantial increase over the 1984 figures. 
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Table 62.*—' The Demand fob Wood Products 1 

Use Per Cent 

For fuel 88.3 

For lumber and saw ties 33.3 

For fencing material v 7.3 

For hewn ties 3.3 

Forpulpwood 2.4 

By cooperage industry 1.3 

For shingles 0.8 

As distillation wood 0.5 

As piling and excelsior wood 0.3 

As vehicle stocks, furniture, etc 0.2 

For other purposes 2.7 

Destroyed by fire, insects, diseases, etc 9,6 

* Compiled from U.S. Department of Agriculture Yearbook , 1923, p. 1079. 


in the general price level. 1 The 1933 production of lumber was almost 
14,000,000,000 feet, an increase of 37.5 per cent over 1931; the 1933 
production of shingles was 3,663,000 squares, an increase of 38.8 per cent 
over 1931. About one-third of the 1933 production of lumber was yellow 
pine. Alabama, Louisiana, Mississippi, and Texas furnished more than 
one-half of this kind. Douglas fir was the next most important kind 
of lumber — almost 29 per cent of the total; the major quantity, 97 per 
cent, came from the states of Washington and Oregon. 

Approximately 6,543,574 cords of wood, costing more than $48,000,- 
000, was manufactured into almost 4,333,000 tons of wood pulp in 
1933, with a value of almost $125,315,000. The corresponding figure 
for 1929 was 4,862,885 tons, with a value of $223,178,096. Of the total 
wood consumption for pulp in 1933, almost two-thirds — 4,157,117 cords — 
comprised domestic spruce, hemlock, and Southern yellow pine; and 
almost one-half — 2,921,906 cords — was reported from Maine, Washing- 
ton, and Wisconsin. The railroads of the United States paid more 
than $42,400,000 in 1933 for forest products. 

There is a wide variation among the various nations in the consump- 
tion of lumber and firewood. The countries with large supplies of 
forests use much timber; countries with dense populations and denuded 
land have a low per capita consumption. Table 63 shows the per capita 
consumption in the countries indicated. 

The major portion of wood products, in the form of lumber, is used 
in the shipbuilding, railroad, farm-implement, automotive, mining, 
furniture, and general construction industries. This type of demand is 
noir typically located many miles from the forests. This situation 
tends to increase prices to the consumer and promote the use of substitute 
materials. 

1 Killotjgh and Killough, Raw Materials of Industrialism, p. 151. 
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Tabus 63. — Annual m Capita Consukption or Wood 1 

Amount per 
Capita, 

Country Cubic Feet 

Canada 286 

United States t 228 

Germany 27 

France 26 

British Isles 16 

Italy 16 

Portugal 13 

Spain 0 

China 6 


1 Ibid., p. 155, quoted from Zon and Sparhawk. Forest Resources of the World, VoL I, p. 49. 

The demand for lumber is somewhat seasonal owing to the seasonal 
character of the general construction industry. There is a decided 
cyclical element in the demand. During business depressions the demand 
for forest products decreases sharply. Consumers do not build homes 
or buy new furniture when they are not employed; industrial firms do not 
build ships, railway cars, and manufacturing plants when there is small 
chance of making a profit. 

Some Factors Affecting Demand. — The consumption of lumber 
does not necessarily respond readily to changes in price. This is because 
so many factors enter into the determination of demand. If the price 
of lumber “goes too high," other products, such as metal, cement, and 
composition materials, may be used. The price may rise materially, 
however, without reducing the consumption, owing to the fact that 
the finished product, a building, ship, car, or what not, contains 
many other materials so that even though the price of lumber may be 
very high the increased cost for this material may be only a small fraction 
of the total cost of the finished product. The demand for lumber, in 
such instances, is closely related to the demand for the other materials 
which are jointly used, and depends on the demand for the finished article. 

The uncertainty of a dependable supply has caused some firms to 
secure control of large forest acreage. A number of the larger daily 
newspapers own thousands of acres of timber lands. The trees axe 
manufactured into wood pulp and then into newsprint. The furniture 
industry finds it necessary to import fine cabinet woods of high value. 
Mahogany, for instance, comes from Central America, Mexico, and 
British West Africa; cedar comes from Cuba, Mexico, and Brasil; 
briarwood, from France, Italy, and French Africa. Only the morl 
valuable woods can overcome the handicap of high transportation costs. 

The Supply Factor *. — The federal government, in the early days of 
the republic, gave out forest lands in vast areas to railroads, educational 
institutions, state governments, and individuals for the purpose of 
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promoting settlements. A large portion of the timber resources, as a 
result; was wasted in a prodigious manner. Timber of fine quality, which 
would now be worth a fortune, was cut and burned by the early settlers 
so as to prepare the soil for cultivation. Trees were then a disutility 
rather than an economic good. As the population increased, as trans- 
portation facilities developed, and as industries grew, the demand for 
forest products soon exceeded the near-by supply. 

Since lumber is so bulky, the transportation problem assumes la^rge 
proportions. Low-grade timber cannot be marketed far from its pdint 
of origin because of the cost of transportation. There is nearly 50 per 
cent loss between the log and the finished lumber. This disadvantage 
has been overcome, to some extent, by locating the sawmills near the 
forests or on a stream, which furnishes a cheap means of transportation 
for the logs. The rough lumber can be transported economically, within 
limited distances, to finishing plants, such as planing mills and furniture 
factories, and to wholesale lumber yards. 

Forest products, in general, are bulky, non-perishable, and unstand- 
ardised. They are of many kinds and qualities. Trees are commonly 
classed as conifers, or softwoods, and hardwoods. The relationship 
of the two to each other is about seven to two; i.e., there is about 7,000 
feet of softwood produced for each 2,000 feet of hardwood. Among 
the more important softwoods are pine, fir, cypress, spruce, hemlock, 
cedar, and redwood, some of the important hardwoods are oak, maple, 
birch, gum, black walnut, and beech. It is estimated that 95 per cent 
of the coniferous forests, upon which the world depends largely 
for its construction material, and 89 per cent of the hardwood forests 
are distributed throughout the north temperate zone. This area has 
almost three-fourths of the world’s population. 

Lumber is graded as to strength and durability and for external 
appearances. The large lumber trade associations have established 
definite grades and formulated rules for determining the grade. An 
inspection system is provided for enforcing the rules. 

One-fifth of the earth’s surface, or approximately 7,500,000,000 acres, 
according to reliable estimate, is covered with forests. Much of this 
vast amount of timber land, however, lies so far from the great consum- 
ing centers that the cost of transportation prevents the immediate 
exploitation of these resources. The woodlands in the older countries 
have been virtually depleted. Only 5 per cent of the original English 
forests remains; 80 to 90 per cent of the original forests in France, Spain, 
Belgium, Italy, and Greece has been utilized. The United States, 
being a mueh younger country, still has approximately 60 per cent of its 
original forests. 1 It is estimated that the world’s annual cut of wood 

1 Kuxopgh, op. eit ., p. 158. 
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exceeds the annual growth by about 16,000,000,000 cubic feet, or about 
30 per cent of the annual consumption. 1 This rapid depletion, of an 
essential product has led national and state governments to attempt to 
exercise a certain amount of control over the cutting of timber and 
to undertake reforestation projects. Private interests are not willing to 
make the investment necessary because it takes a tree fifty yeara or 
more to reach commercial maturity. 

Methods of Selling . — The lumber industry normally comprises five 
major elements: ownership of the forest or standing timber; the logging 
operation, which fells the trees, saws them into logs, and may deliver 
them to the mill; the manufacturing process, which transforms the log 
into boards, heavy timbers, or other commercial forms; wholesaling; 
and retailing. Through integration all these elements may be brought 
under the control of a single firm. It is a common practice to integrate 
the first three elements. A farmer, however, may sell his standing timber 
direct to a mill or to a logging company, which in turn sells and delivers 
to a mill; or he may cut the trees into logs and sell them “in the woods” 
or “delivered” to the mill. 

Ownership of timber lands in the United States is highly concentrated. 

A relatively small number of large firms control the major portion of the 
privately owned forests. This factor, together with the bulky character 
of the log, has encouraged integration. 

It is estimated that a large portion of the lumber, perhaps a third 
of the yellow pine, is sold by the producer direct to large consumers, 
such as railroads, furniture manufacturers, and large-scale contractors. 
The remainder is sold to wholesalers and to retailers; the larger portion 
is sold direct to the retailers. A number of the large mills own their 
own retail outlets. A line-yard company may own and operate as many 
as a hundred retail yards. The large organizations use traveling sales- 
men, direct mail solicitation, and magazine and newspaper advertising. 

Some Middlemen of the Timber Industry . — The small mills are depend- » 
ent on middlemen for marketing their lumber and often for financial 
assistance. There are several types of wholesale organizations, selling 
agencies, independent wholesalers, brokers, commission men, and 
catalogue houses. There are wholesalers with yards who perform a 
storage function and wholesalers without yards. The wholesaler fre- 
quently maintains buying offices in the more important producing 
centers and maintains an office and traveling salesmen in the consuming 
territory. He acts as a seller for the manufacturer and as a buyer fpr 
the retail dealer and large consumer. He frequently aids in financing 
the small mill companies. It is a more or less common practice for the 
wholesaler to advance 75 to 80 per cent of the cost of the lumber to the 

1 tbid., p. 162. 
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mill upon receipt of the invoice. The wholesaler who a yard 

perforins, in addition, the functions of concentration, grading, and 
storage. This service makes possible delivery upon short notice. This 
is especially important in the Central West and Atlantic Seaboard 
because of the large quantity of lumber that comes from the South and 
from the Pacific Northwest. Since the freight rate on l.c.l. lots of 
lumber is so much higher than on a carload, shipment in carload lots 
over long distances is more economical; consequently, the large storage 
and concentration yards perform a valuable service. 

The Place of the Trade Association . — Lumber production and market- 
ing in the United States are controlled to a considerable extent by traqe 
associations organized either on a geographical or on a product basis^. 
These associations collect and publish data on production, shipments^ 
unfilled orders, stock on hand, and prices. The leading lumber associa^ 
tions are National Lumber Manufacturers Association, Northern Hem- 
lock & Hardwood Manufacturers Association, Hardwood Manufacturers 
Institute, Western Pine Manufacturers Association, and South Carolina 
Pine Association. Such associations assume a peculiar significance 
because of the character of the product. They are able to exercise 
monopolistic control over the movement of forest products to market. 
The rapid development of wood substitutes and the activity of the 
Federal Trade Commission tend to prevent them from being able to 
abuse this power. 

Some Illustrations . — The position of the minerals and the forest 
products in our economic life is summarized in an interesting manner 
in the following quotation: 

The paper consumed in one Sunday edition of any of our larger metropolitan 
papers strips bare 20 acres of spruce forest — a horrid thought that we cannot 
quite banish by boasting cheerfully that, for all their achievements in literature, 
* architecture, and exploration, the Elizabethans had nothing to compare with our 
24,317,020 motor cars, our 89,019,000 miles of telegraph and telephone wires, 
our 204,391 mike of railway. It is much to the point to add that they had no 
corresponding and stupendous consumption of metals, fabrics, rubber, coal, 
lubricants, and gasoline. 

Our American industries with their technique of mass production pour into 
their furnaces and crushers, their vats and autoclaves, enormous tonnages of 
taw materials. The statistics of consumption look like astronomical data: 

Of pulpwood, 7,645,011 cords to make paper; 1,039,921,589 barrels of crude 
pq$roleum for gasoline and lubricants; 3,524,682 wine gallons of ethyl alcohol 
for the manufacture of rayon; 2,294,183 tons of sulphuric acid to make fertilizers; 
6,346,383 tons of salt consumed each year in our chemical industries; 76,758,958 
two of coal coked; and 104,712,586 gallons of vegetable mis in our soaps. These 
are but a single year’s consumption in the United States. The whole world's 
' consumption of metals (one of the few materials for which there ate approximately 
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correct international statistics) has been estimated by Dean Theodore J. Hoover, * 
of Stanford School of Engineering, to exceed a billion tons a year, which reduces 
to the astonishing figure of 1,000 pounds every 12 months for every man, woman, 
and child in the world. 

The natural products furnish the sources of many substitutes, for example, we 
have vanillin for vanilla beans; rayon for silk; sodium silicate for dextrin and gjhie; 
lacquers for varnish; synthetic for natural camphor; aspirin replacing quinine; 
phenolphthalein used in place of buchu, cascara, aloes, and a score of other 
cathartic drugs; ammonia, methanol and acetic acid produced from chemical 
raw materials by chemical processes. 1 

The following quotation, a news item published in the New York 
Journal of Commerce , 2 describes in an interesting manner a primitive 
method of marketing certain kinds of forest products found in Brazil. 

The Brazilian native who plunges into the deep jungle to gather his dribble 
of the annual Brazil nut harvest experiences thrills and hardships which chill 
the spines of more sensitive men. 

So does the Aviadore, the native banker-broker who finances the gathering 
of the crop and who arranges to market it through foreign importers, although 
the risks which he takes are financial rather than physical. An American broker 
or banker would experience a severe case of jitters if he found himself suddenly 
thrust into this strictly Amazon basin business, but the Aviadore shoulders his 
risk with a careless shrug. 

The principal Aviadores are located at the cities of Para and Manaos, respec- 
tive centers of the Brazilian States of Para and Amazonas. Licensed by the 
State to act as intermediaries between harvesters and buyers, they are required 
to report each sale for registration and publication. Direct trade between 
harvester and buyer was recently abolished by law to prevent further exploitation 
of natives and to assure that the income which accrues to the States from the 
sale of this product would have a definite minimum value. 

As cash has little or no value in the jungle, the Aviadores have worked out a 
system of barter satisfactory to both natives and to the landed proprietors and 
which is handsomely profitable to themselves. 

At the start of each nut gathering season, the Aviadores load their river 
steamers and launches to the gunwales with goods of all kinds and descriptions. 
Up and down the various rivers and side streams sail the ships of this flotilla, 
stopping at every trading post, at every riverside native hut and settlement 
beyond the “leased lands. 11 

The Aviadore must be a shrewd guesser as well as a sharp trader, for at each 
stop he advances goods on credit against the crop of nuts which the native will 
deliver several months later when he returns from the castanhals. The chi gf 
"chart” he follows to plot probable size and value of the crop is one showing the 
height of the water in the back country. Height of the water determines the 

1 Hatki», William, Nation** Busin ess, pp. 2/., January, 1235. 

*Oet J8, 1934. 
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As many of the gatherers will never return from their journey into the jungle, 
where death lurks in a hundred different forms, this much of the Aviadore’s risk 
is quite apparent. But the Aviadore dismisses risks of this sort with a shrug. 
If he has traded Well the percentage of profit is •heavily in his favor. He is chiefly 
Concerned with a more important factor which, despite his vigilance and that of 
his employes, may cause him to go broke overnight. There is the ever present 
boogie of his river steamers being stranded high and fast on dry land. Steamers 
in this remote part of the world cost money and are not easy to replace. When 
loaded with merchandise on the out trip or with nuts and other goods returning 
from the interior the loss multiplies. \ 

Only an old Mississippi River captain can fully appreciate the nature of t^is 
risk. There are times when the waters of the Amazon and its hundreds \of 
tributaries rise 40 to 75 feet above their normal levels. This is due to the tre- 
mendous rainfall, which has been estimated great enough to cover the 3,000,000 
square mile floor of the jungle to an all-over depth of 6 feet. 

Frequently this rise is tremendous over night, so that normal channels, banks 
and bends of the rivers are obliterated. Where once was a stream 50 yards wide 
the captain finds his vessel afloat on a lake, the shores of which are out of sight. 
Hence, he steers his 100-ton steamer “ across country.” 

As quickly as the rivers rise, so do they recede, so that the “across country** 
vessel is frequently marooned on dry land a mile or more back from the river. 

Railroad operators in this country, steamship owners, and others engaged in 
transportation may look with envy upon the Brazilian jungle Aviadore with his 
“ideal” transportation set-up running two-way pay loads into and out of the 
jungle. They may be fascinated with the fruits to be reaped from the nut trade 
as well as from its side line of jaguar hides, snake and alligator skins, egret plumes, 
parrots, monkeys, and other jungle oddities. But unless they will take the risks 
which the fatalistic trader accepts with a casualness foreign to Americans — the 
best course to follow is to stay home, secure within the bounds of business he 
best knows how to handle. 

Marketing Products of Fisheries. — There are relatively few important 
commercial products of the wild animal life of land and sea that reach 
channels of commerce. The two most important ones are raw furs 
and fish. The rapid development of domestic breeding of fur-bearing 
animals is changing the classification of fur. It is becoming a farm 
fffttiftal product similar to the way raw rubber was changed irozn a 
forest product to an agricultural product. The marketing of fish is 
used, to illustrate the fourth sub-division of natural products. 

* hBmand Factors . — Fish have been an important food product for 
millions of people throughout the world since before the dawn of history. 
This food product serves as a substitute for meat, dairy products, and 
vegetables in some countries where meat is too high priced or where daily 
products and vegetables are not available. The search for fisk^ps a 
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Hie consumption of sea foods is affected to a considerable extent by 
religious customs. The sale of fish on Friday, during Lent, and during 
certain other religious fast and abstinence periods is greater than at 
other times. Some races and nationalities eat much more fish per 
capita than others. It appears that the season of heaviest fish con- 
sumption occurs when the demand for meat products is least. 

Supply Factors . — Sea foods are highly perishable and bulky. Fish, 
when exposed to warm air, deteriorate rapidly. These two outstanding 
characteristics of the product control the marketing practice. Perish- 
ability is overcome, to some extent, by refrigeration, shipping the live 
fish in tanks, and canning, drying, smoking, pickling, or otherwise 
curing them. The handicap of bulk is reduced by canning and by 
eliminating all waste parts and shipping only the fedible portion whic 
has been subjected to the quick-freezing process. 

The more commonly used varieties of fish are the cod, haddock, 
halibut, herring, sardines, mackerel, salmon, tuna, and a large variety of 
fresh-water fish. The United States and Alaska produced, in 1933, 
almost $60,000,000 worth of canned fish, comprising the following 
varieties: salmon, sardines, tuna and tuna-like fishes, alewives, shad, 
Bhad roe, caviar, oysters, clam products, shrimp, crabs, and miscel- 
laneous shellfish. By-products such as shells, scrap, and meal, fish 
and whale oils, and many miscellaneous by-products had a value of 
$12,793,256. 

The total catch for 1929 was 3,090,000,000 pounds, having a value 
of $116,000,000 for the raw product. The edible portion of this catch is 
placed at 2,662,000,000 pounds. The United States imported more than 
350,000,000 pounds of edible fish and exported 214,000,000 pounds for 
the year 1929. The total volume available for domestic consumption 
Was approximately 2,798,000,000 pounds. The production of fresh 
and frozen packaged fish at the 155 primary producing plants in the 
United States amounted to 73,647,000 pounds, valued at $8,105,000, in 
1934; of this amount haddock led other species, with 36,666,000 pounds, 
valued at $1,679,000. 1 The states that furnish the major supplies of 
fish are, in the order of volume produced: Virginia, Massachusetts, 
New York, California, Florida, Maine, New Jersey, North Carolina, 
Louisiana, and Washington.* 

The greatest producing areas are found within a few hundred miles of 
the Shores of the oceans. The waters off the Atlantic Coast of North 
A m eric a and Europe annually produce several hundred millio n dollars’ 
worth ci fish. The Pacific Coast of North America and the coasts of 

1 Figaros from the Bureau of Fisheries, reported in Domestic Comment, July 

1936 . 

* Armour k Company, Monthly Letter to Animal Husbandmen, July, 1061. 
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Japan are two other importantfiahing areas. The great salmon fisheries 
along the Pacific Coast of the United States, Canada, and Alaskaare 
well known. Fishing is an important industry in Alaska, Norway, 
Denmark, Iceland, Newfoundland, Labrador, Great Britain, France, 
Spain, Canada, Portugal, and parts of the United States. The figuring 
industry of England alone distributes more than $100,000,000 worth of 
fish annually. 1 The quality of fish, oysters, and clams depends to a con- 
siderable extent upon the kind of water in which they live. 

The supply of ocean fisheries seems to be adequate to meet the 
demand, at the present rate of consumption, for an indefinite period. 
The quantity of fish in certain areas of the Pacific and Atlantic Oceans 
seems to decrease for a period of two years, but in the third year the 
numbers seem to be as large as ever. This situation is due to the spawn- 
ing habits of certain species of fish. There is a marked decrease, however, 
in the supply of fish in the inland waters. The state and federal govern- 
ments have taken steps to replenish the diminishing supply of game 
fish. The Bureau of Fisheries maintains about 80 hatcheries for restock- 
ing streams and lakes. It has charge, also, of the fur seals of thePribilof 
Islands. When the Bureau took control of this source in 1911 there were 

200.000 seals; in 1934 there were 1,300,000, in spite of the fact that 

54.000 were killed in 1933. About 80 per cent of the fur seals of the 
world axe in this herd. The fur taken in 1933 was valued at $873,643.* 

Characteristics of the Method of Production. — Fishing is both a smatt- 
and a large-scale industry. There are thousands of individual fishermen 
who operate on a small scale using small boats and simple tackle. There 
are large-scale operators who own fleets of large, modemly equipped 
steam schooners and trawlers. The fishing tackle used varies from the 
homely hook, line, and pole to gill, dip, and purse seines, dragnets, 
traps, and trawls. A trawl line may have as many as 10,000 to 15,000 
hooks attached. The fish are taken aboard and iced so as to keep them 
in a wholesome condition until they reach port, where they are unloaded, 
and perhaps cleaned, canned, or frozen, and shipped to distant markets. . 
The fishermen use dredges, tongs, and rakes to gather oysters, dams, and 
crabs. 

Characteristics of the Fisherman. — Fishing is a seasonal bumness, 
the operation being carried on from early spring until late autumn. 
The typical fisherman is a rough, rugged individual who is accustomed 
to the dangers, hardships, and the ways of tire sea. He is a specialist 
who is versed in the hahits of the fish and knows where to find them 
during certain periods of the season. Commercial fisheries employed 

118.000 men in 1932; the value of the output was $55,000,000. Fifty- 

■ Bern T„ Ab a te Finery and Ptir-M(d Induttrie* fa 1988. 
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gem steam itowfc»i operate out til Boston, rad three out of IMtet 
They coat 1150,000 to <180,000, carry a crew of eighteen to twenty men 
who pay for their food and fuel (oil and coal), and share fifty-fifty with 
the owners on the trip. A good trip to the fis h i n g banks off the New 
liinghmd Coast tnftftTin 100,000 pounds .of fish worth perhaps $3,000. 
A trawler averages about thirty trips a year. 1 There are, in addition, 
10,000,000 anglers throughout the country who fish for sport. 1 

Methods of Selling. — The small-scale fisherman frequently sells,- his 
catch direct to the customer either at his home or in the fish market; 
or he may peddle his product from door to door. Some of these fishermen 
find it more convenient to sell to retailers, while others prefer to sell to 
wholesalers. ' \ 

Bocal sales are made to the retailer at the wholesale house at market 
prices which may be stated over the telephone or by direct contact. 
Small orders are wrapped in paper, and the larger ones are packed in 
baskets. Free deliveries are made by the wholesalers to near-by retailers. 
Pom e of the wholesale firms have regular routes covered by their trucks 
»m »h day at regular intervals. Orders are taken by the drivers and are 
delivered when wanted. Out-of-town shipments are packed in boxes 
and usually are sold f.o.b. city where packed. Fish must be moved 
quickly from the water to the consumer because of the high degree of 
perishability. 

Hie rapidity with which fish spoil and the pervasive character of 
their odor present some unique and difficult problems of handling during 
the journey from the water to the consumer. The odor from fish is so 
penetrating that the wholesaler, the retailer, and the housewife must 
exercise great care to prevent it from ruining other foods. 

There are c anne rs who buy large quantities of fish from a number of 
fishermen. They frequently agree to take the entire catch for the 
season. These firms collect the fish, sort, grade, clean, and pack them. 
Other fish may be cleaned, frozen, and shipped direct to retailers through- 
out the country. Some of the fish may be held in cold storage for future 
sale. 

. Integration has developed to a considerable extent. A few large 
firms own fishing fleets and packing and freezing plants and make sales 
direct to the retail stores. These firms Bpend large sums of money 
Advertising the good qualities of their product. They use ma ga zin e, 
newspaper, and radio advertising extensively. The quick-freezing 
► , - ( 

, i Fortm» Magtudne, April, 1035. Boston is the fish capital of the United States. 
The New England fishing boats brought 221,500,000 pounds to the Boston fish 
f*ier, the largest in the world, in 1984. Almost 46 per cent of the cateh c onsisted of 
haddock; the remainder comprised cod, mackerel, flounders, pollack, hike, and onto. 

* Domestic Commerce, Feb. 28, 1035. 
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proMlais msdelt possible for the retailer to supply the consumer with 
fresh fish on any day of the week rather than only on the two last days 
of the week. ; 

The Quick-freezing Process . — The perishable-food business furnishes 
an excellent example of the revolutionary effect invention may have 
upon the marketing practice of an industry. The introduction of the 
quick-freezing method mentioned above met with unexpectedly rapid 
success. During the first year of the use of this method the sale of 
prepared fish, packaged and frozen, amounted to many millions of dollars; 
the meat packers took it up, first cautiously, and later began to use it 
extensively; the government and private interests are using it in the 
preparation of fresh fruits and vegetables for the market. 

One of the large manufacturers and distributors of food products, 
after carrying on extensive experiments to determine the effect of the 
process upon various products and the reaction of the consumer to foods 
prepared by the method, decided to adopt the plan. The rapid increase 
in sales and the large amount of repeat business indicated the buyers 
favorable attitude. The success of the plan seems to depend to a con- 
siderable extent on the quality of the food at the time of freezing, on 
the stability of the frozen condition, and on the promptness of delivery 
to the consumer after removal of the product from the refrigerator. 
The sale of such foods appears to be stimulated by having the product 
packed in containers that permit the buyer to see it before purchasing. 

The following statement by the president of the American Institute 
of Food Distribution, issued after he had visited the stores experimenting 
with frozen foods, is an interesting comment on the problems involved. 1 

The Springfield cases are pretty definite evidence that the displaying of the 
product where the public can see it is to be the controlling factor to get consumer 
acceptance. 

There will be little chance to use package effects, labels and trade-mark brands, 
to do the sort of things that have brought such large profits in cereals, cleansing 
compounds, and other grocery specialties. ... 

A study of conditions in Springfield cannot give an exact listing which am the 
more important points, but it is quite obvious that the measure of the progress 
of this new method depends upon the following: 

1. Methods of freezing which still permit staple commodities of each type to he 

processed in central factories and can hold these products so that they can be 
efficiently distributed over a long period of time and wide territory without 
impairment of quality. i 

2. The ability to do these things at a reasonable cost 

3. An efficient distributing organisation that will take these conunwfiriss 
end cany flams safely through without impairment of quality or exes sme ppst 
uatil 

J ComB4iJCT f G, 0., quoted in p.822, Apr, 23, 1C30. * ‘I 



Bac h ^ invniw fp j pi 0 Mo iiaoaitii fff ic fantife invest igation , 

and .the two latter problems call for a coordination of many trades that seems 
difficult to quickly develop. 

» My own visit to Springfield convinces me that this evolution will now com- 
mand a broad bade interest that will make it an active factor in food merchandis- 
ing at a much earlier date than has seemed {feasible. 

The extensive use of the quick-freezing process since the publication 
of the statement indicates the fundamental soundness of this method of 
selling perishable food products. Ice cream is produced by the quick* 
freezing process and kept cold during transportation with “dry w 
Fresh fruits are quick-frozen and thus preserved for future use without 
loss of flavor and color. Fish are cleaned, quick-frozen, and packs 
at the Bea coast and then shipped hundreds of miles inland where thfey 
supply a ready demand. The quick-freezing process is expensive; 
consequently the low purchasing power of the masses during the depres- 
sion slowed down the development and extension in the use of the method. 
Returning prosperity will probably give it a new impetus. 1 

References 

1. General 

Copblaxd, M. T., “Raw Material Prices and Business Conditions,” Harvard Bureau 
af Business Research, Business Research Studies 2, 1933. 

, “International Raw Commodity Prices and the Devaluation of the Dollar,” 

Harvard Bureau of Business Research, Business Research Studies 5, January, 1934. 
Report of the Natural Resources Board, 1933. 

2. Land 

Dobau and Hutman, Urban Land Economics. 

Doniann and Heflebouer, Economics with Application to Agriculture, Chap. XVII, 
“Land Returns and Land Value”; Chap. XXV, “Land Utilization.” 
Haveksteb, Looms (editor), Conservation of Our Natural Resources, Part IV. 
McMichabl, Starlet, Setting Real Estate. 

“Real Estate Problems,” Annals, American Academy of Political and Social Science, 
Vol. CXLVin, No. 237, March, 1980. 

Simms, Blau, Real Estate Handbook. 

3. Mineral Products 

Annual Survey of Mineral Resources of the United Stales, Bureau of Mines. 

Bans, R. 7., Commodity Marketing, Chaps. I and II, “Marketing Bituminous 
Coal"; Chaps, in and IV, “Marketing Anthracite”; Chap. V, “Marketing 
> Crude Petroleum”; Chap. VIII, “Marketing Iron Ore.” 

O&onfts and Commix, Development of American Industries, Chap. XV, "Petroleum 
Industry”; Chap. XVI, “Coal Industry”; Chap. XVII, "Iron and Steel Indus- 

1 For an interesting account of the fish industry— production and market&g— 
consult the two articles in Fortune Mag., April and May, 1938. 




400 MARKETING PR ACTIVE 

8. I* there too much land? Justify your answer. 

7. “Purchasers of taw materials differ from buyers of semi-n^nufactured foods 
or commodities ready for consumption in several particulars.” Enumerate the 
differences and account for them. 

8. 11 Markets for raw materials are well organised as compared with the markets 
for manufactured articles.” What is meant by* the term “well organized”? Why is 
this? How does this situation affect the marketing process and problems? 

' 8. “Many manufacturers prefer to buy raw materials through middlemen 
rather than direct from producers.” Which ones? Why? » j 

10. “Raw materials as yielded by the earth seldom are uniform in quality. t This 

is equally true of products of the mine, forest, farm, or sea.” What marketing 
problems does this condition present ? What solutions are being used ? \ 

11. “The essential task in marketing raw material is the meeting of the requ 
meats of the manufacturer for his raw material in such a way as to make it possible 
to market profitably the product to be made from it.” How does this condi^on 
affect the marketing problem? 

12. How is the market for natural products affected by freight rates? Cite 
specific examples from your own observation or from your reading. 

13. Do you believe that the federal government should closely supervise the 
exploitation of all mineral products? Control the prices? Monopolize the process 
of extraction of mineral products? Justify your answers. 

14. How do you account for such a high degree of integration in the mineral 
industry? Fisheries? Forest products? 

15. Indicate by diagrams the characteristic marketing methods employed in 
selling farms, urban property, coal, petroleum, natural gas, silver, copper, logs, 
lumber, and fishery products. 


Assignment 

1. Problem 3, p. 47. Grayson Company — Coal Dealer. 

2. Problem 2, p. 246. Biscay Fisheries Company. 

3. “Distribution Problems in the Oil Industry,” I and II. 

I. Harvard Business Review, pp. 389/., July, 1931. 

II. Harvard Business Review, pp. 78/., October, 1931. 

A “Marketing Problems of Bituminous Coal,” Harvard Business Review , October, 



CHAPTER XIII 


THE MARKETING OF MANUFACTURED PRODUCTS 

Purpose of this chapter: to analyze the relative importance of manufactured goods . 
in our economic life; to survey the problems met in marketing this class of goods; 
and to discuss the methods of marketing industrial and consumer manufactured 
products. 

The Census of Manufactures estimated the total value of manufac- 
tured goods in 1929 at $69,960,909,712, an increase of more than 10 
per cent over that of 1927. The estimated value for 1931 was $41,038,- 
402,307 and for 1933 an amount in excess of $31,000,000,000. The 
decline was due, in part, to the drastic fall in prices resulting from the 
world-wide depression of 1930-1935. The number of manufacturing 
establishments reported in 1929 was 209,862, and they employed 8,821,- 
757 wage earners; in 1931 the number of establishments was 174,220, 
and the number of employees was 6,506,701; the figures for 1933 were 
141,769 and 6,055,736, respectively. These figures suggest in a very 
definite manner the important position held by the manufacturing 
industry in our economic and social life. The dollar value of the products 
represents, in the main, the wholesale prices received for the goods. 
This money was then distributed in payment for raw materials, 
for many of the products of the farms, mines, forests, and fisheries; 
manufactured goods, such as machinery, supplies, equipment, and partly 
manufactured goods used for further manufacturing; and in the form 
of wages, rent, interest, taxes, and dividends. 

The characteristics of manufactured goods, the producers, the 
methods of production, and the wants and buying habits of the buyers 
and users are typically quite different from those of agricultural mid 
natural products. The manufacturer, therefore, usually has to meet 
and solve marketing problems different from those encountered by the 
fanner and the exploiter of our natural resources. His major function 
is to buy the products of the farms, mines, forests, and sea and so change 
their forms, through the manufacturing process, as to give them a 
utility that will more adequately meet the needs of the various types of ' 
users. 

The Characteristics of the Supply.— -The farmer, as was notedprevi* , 
ously. has only limited oontrol over the quantity and quality of his,; 
output— since the forces of nature play such an important part ta lhl 
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production process, and becausethere are so many small-ecalesnd ■widely 
scattered producers. The exploiters of natural resources axe likewise 
dependent, to a great extent, on the caprices of nature and the rational 
and irrational acts of man. The manufacturer, on the other hand, hy* 
the advantage of being able to control the quality and the quantity of 
hiB output. He uses machinery which turns out thousands of units, 
each of which is, for practical purposes, like the others; he is not sub- 
servient to a temperamental weatherman who may, without nbtice, 
destroy his product entirely or greatly change the anticipated quantity 
and quality. The production of a standardized product permits sale by 
description and sample which tends to lower marketing costs. When 
manufactured goods are produced on a large scale, the producer can use, 
economically, such mass selling devices as radio, magazine, and newspaper 
advertising. 

The manufacturer has been troubled, however, with the problem of 
oyer-production. When he reduces his output to balance his sales he 
finds himself loaded down, financially, with over-capacity, i.e., idle 
plant and heavy overhead costs. 

The fact that a large-scale manufacturer has a huge investment in 
specialized fixed capital, in the form of buildings, machinery, and equip- 
ment, places him in a precarious position. He cannot readily readjust 
his plant to rapid and unexpected changes in demand and methods of 
production without considerable loss. The large overhead costs that 
accompany modern industry exert a tremendous pressure upon the 
management to operate continuously at full capacity. This situation 
frequently leads to over-production, price cutting, no profits, unethical 
practices, and bankruptcy. 

Successful manufacturing rests upon a knowledge of natural laws on the one 
hand, and a knowledge of human needs on the other hand. ... On the basis of 
such knowledge— and through the application of engineering skill and manufac- 
turing technique— raw materials are transformed into useful products. 1 

Manufacturers as a group have been more progressive and aggressive, 
intheir attempts to solve their production and marketing problems, 
than the agricultural producer and the typical exploiter of natural 
resources. They have hired experts in tile field of production and have 
spent large sums of money in developing new processes, improved 
; machinery, and better methods. This class of producers frequently 
•resert to integration and mergers in an attempt to solve some of their 
difficulties. They have tended, moreover, since 1920, to focus the 
■ portion of their efforts on the problems of marketing. 

< ‘Hathwat, F., quoted from "Aerodynamic! and Streamlining," CSmcMM**' 
Jtwtmfc, General Motors Corporation. 
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classified, on the basis of use, into merchandise for (1) reeale and- (2) 
consumption. Merchandise for retale is offered by (a) merchant s and (b) 


producers of various kinds. This class of merchandise is either sold in 


the same form as bought by the merchant or added to some other product 
by the producer and sold in a combination or as an accessory. No 
material structural change is made in the products under consideration as 


they move along the route from producer to merchant, fabricator, and 
final user. The major portion of this group of goods is eventually bought 
and used by the ultimate consumer. Merchandise is bought for con- 
sumption by (a) institutions, ( b ) business concerns, such as merchants, few 
their own business use — not for resale; manufacturers, for equipment, 
supplies, materials, and accessories, 1 and (c) ultimate consumers, who 
typically buy from retail merchants. The reader will, of course, recog- 
nize the fact that all goods sold for resale will eventually be bought for 
consumption. The organization, policy, and procedure followed in 


marketing any given manufactured product are dynamically influenced 


by the purpose for which it is purchased. This in turn determines who 


buys it, i.e., individual consumer, manufacturer, institution, exploiter, 
assembler, or merchant. 


Manufactured goods may be classified also on the basis of speed or 
rate of consumption during use into (1) durable and (2) non-durable 
goods, e.g., (1) durable goods bought by (a) the ultimate consumer, 
(6) business enterprises, (c) institutions, and others; (2) non-durable 
goods bought by (a) the ultimate consumer, (b) business enterprises, 
(c) institutions, and others. 


The difference between durable and non-durable goods is one of 
degree. Electrical power and many kinds of supplies, for example, are 
completely consumed when utilized in the manufacturing process, while 
machines and buildings may be used continuously for years before they 
have to be replaced by new ones. Food products and domestic fuel 
are completely consumed when utilized, while houses, furniture, and 
articles of clothing may be used over and over for a long period of tune. 
Industry thus purchases both durable and non-durable goods as well as 
produces both kinds. These purchases are made directly from pro- 
ducers and from wholesalers and retailers. The ultimate consumer 
purchases both kinds of goods, chiefly from retail stores. It has been 
estimated that about one-fourth of the annual production of non- 
durable goods is purchased by industry; the three-fourths is bought by 


1 &. Ik Waoaky divide* industrial goods into four group*, «*., (1) production 
wp up gMnt, (2) maintenance goods, (8) raw materials and parts, and (4) goods needed 
J£ ' wfintamla distribution, such ss locomotives, box earn, trucks, warehouses, ndS 
“^Iw houae fadlitiee. Quoted from a digest in Domtdk Comment, July 10, 
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ultimate consumers; Industry purchases the major output of durable 
goods, although the consumer buys an appreciable amount In the form 
of automobiles, houses, household equipment, books, and many articles 
of the durable type of clothing. According to the 1929 Census, about 
55 per cent of all manufactured goods was bought by individuals. This 
figure hi probably too high, owing to the failure to make adjustments 
for duplication in reporting and for goods bought from retail stores by 
industrial establishments. 1 Practically all the purchases of durable 
goods by business firms are in the form of buildings, machines,! and 
other kinds of equipment used for production purposes. This group of 
manufactured goods is usually called capital goods. \ 

The nature of the demand for manufactured goods is, generally 
speaking, quite different from the demand for the two other groups' of 
products studied. The demand for agricultural and natural products 
arises from a desire to satisfy a utilitarian want; i.e., the buyer wants 
food or Taw materials. Although a considerable quantity of manu- 
factured goods is used to satisfy utilitarian wants, a large portion is 
used to satisfy personal whims and fancies even though the basic want is 
utilitarian. 

The demand for durable goods is subject to wide cyclical variations, 
while that for non-durable goods is comparatively stable. The buyer 
of durable goods, whether a business enterprise or an individual consumer, 
can usually postpone the purchase for a considerable period of time if he, 
for any reason, thinks the present is not an opportune time to buy. 
Nondurable goods which are currently used for production or for living 
purposes must be currently replaced. The following data (see Table 64) 
prepared by the Federal Reserve Board adequately illustrate this 
statement. 

These figures are for production; but since production over a period 
of time reflects the demand for the given kinds of goods, these data may 
, be Interpreted as reflecting the changes in sales. The average for 1923- 
1925 'equals 100. The combined -index for June, 1929, was 125 per cent 
of the 1923-1925 base. The index for July, 1932, fell to 58, which 
represented a decline of 54 per cent from the 1929 figure; by January, 
1935, the combined index had risen to 91, which was still 27 per cent 
below tiie 1929 figure. The items listed under the headings consumer 
goods and industrial goods illustrate how the relative volume of sales 
'varied according to the degree of durability of the goods. The figures 
mfleet, therefore, the degree of stability of demand during the period 
•tor the various classes of products. Thus the production of food and 
tobacco products declined only 16 and 17 per cent, respectively, in 1932 

j According to L. P. Ayres, in The Chief Cause of This mi Other Depressions, 
'MS. 
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TaBLB 64.— ’•FbDXAAL EUSBBVSI BOARD InUBXJCS OF PBODtT OTION* 
(Adjusted, 100 - 1923-1925) 

July, 1932 January, 1933 


Commodity ^29 Percentage Percentage* 

Index change from Index* change from 
June, 1929 June, 1929 

Combined index 125 58 -54 91 —27 

Consumer goods: 

Tobacco products 138 114 —17 136 — 1 . 

Food products 96 81 —16 91 —5 

Rubber tires and tubes. . 146 89 —39 115 —21 

Anthracite coal 84 55 —35 76 —10 

Textiles 120 69 —42 103 —14 

Automobiles 153 33 —78 104 —32 

Industrial goods: 

Glass, plate 151 38 -75 174 -f 15 

Leather and shoes 108 77 — 29 106 — 2 

Petroleum (crude) 135 104 -23 131 — 3 

Paper and printing 127 85 - 33 100* —21 

Bituminous coal 102 46 —55 74 —27 

Zinc 120 34 - 72 71 -41 

Silver 95 40 -58 50 -47 

Iron and steel 148 25 -83 79 —47 

Lead 110 31 -72 50 -56 

Cement 112 50 — 55 42 —63 

Lumber 94 27 -71 33 —66 

Other indexes: 

Petroleum refining 4 170 141 —17 151 —11 

Shipbuilding* 120 54 -55 27 -78 

Iron-ore shipments 128 8 —94 14f —89 


1 From Demotic Commerce, May 10. 1935, quoting from a speech prepared by W. L. White, chief of 
Marketing Research and Service Division, Bureau of Foreign and Domestic Commeroe. 

* Surety of Current Buoineee, April, 1935. 

1 Computed. 

* The major output of the petroleum refining industry is bought by the individual comumcr, 

* These produets are industrial goods. 

♦May, 1934. 

t November, 1934. 

from the 1929 peak and had regained almost all of this loss by January, 
193S. There was, therefore, quite a stable demand for these produets 
which are entirely consumed when used. 1 Such durable goods as 
automobiles, iron and steel, and plate glass, with declines in 1932 of 
78, 83, and 75 per cent, respectively, from the 1929 figures, reflect the* 
ability of users to postpone purchases of these goods for a considerable 

1 of course, is a neceesity; the demand for tobaooo is based on a hitSk-.’' 
”*** wpi a large increase in the number of women smokers during the period l#Wh . 



period of time. The figures for rubber tires and tubes, refinery products, 
textiles, and times reflect the semi-durable quality of these commodities. 
The raw-material products, such as the metals, lumber, cement, and 
bituminous coal, reflect their dependence on the demand for durable 
capital goods. There had been only a small increase in the production 
of this class by January of 1935. The big increase in the production of 
{date glass reflected the demand for safety glass from the automobile 
industry. 


MARKETING INDUSTRIAL GOODS 

Manufactured industrial goods comprise all those manufactt\red 
products, from bolts, nuts, and lubricating oils to giant machines, which 
are used for production purposes or are purchased by manufacturers from 
other producers to attach, as original equipment, to machines purchased 
by the ultimate consumer. The classification includes also goods pur- 
chased by governments, institutions, railroads, public utilities, con- 
tractors, and other business enterprises. 1 Agricultural and natural 
products are, by definition, not included in this classification. 

Tires and batteries, for example, when purchased by an automobile 
manufacturer as original equipment for bis product are industrial goods; 
but such articles when purchased by the consumer to replace worn-out 
units are consumer goods. The problems met and the methods used 
in satisfying the demands of the two different markets are quite distinct. 

The Demand for Industrial Goods . — The importance of industrial 
goods in our economic life is indicated by the volume of production. 
According to an estimate made by E. R. Dewey, 2 approximately 62 
per cent of goods available for domestic commerce in 1929 was destined 
for the industrial user; 83.3 per cent of the total volume of exports 
during that year was sold for industrial use. The figures in Table 65 
suggest the demand for some selected industrial goods as stated by 
two of the Censuses of Manufactures. The figures indicate also the 
extent of the decline in the demand for the products of the various 
industries during the depression. 

The data from the two census years indicate rather emphatically the 
effect of a severe depression on the sales of durable industrial goods. 

Tile machinery market built up a delayed demand during the depres- 
sion of $18,574,000,000. * Approximately one-half or more of the 1929 

... *jH» estimated that a large automobile manufacturer, for example, may buy 
gmritii and parts from aa many as 9,000 manufacturers. The majority at them 
§,§0® firms may be buying and selling to each other. Wenaley, op. eU. 

* Assistant to the director, Bureau of Foreign and Domestic Commerce, 

• According to a survey made in 1904 by tie Machinery and Affied l^rodufiU. 
Sattitute. This Institute comprises "SB member trade amodatims, aaoh of which 
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industrial plant, according to the estimate, had become obsolete by#te 
close of 1934. The annual production of machinery just prior 
depression averaged $6,609,500,000. During the depression, the census 

Tabus 65 . — Volume of Industrial Demand as Indicated bt Dollar Volume 
of Production, Vor Selected Industries 


Industry 


Bakers’ machinery and equipment 

Blowers and exhaust and ventilating fans 

Bottlers’ machinery (except dairy) 

Certain types of office machinery 

Coffee-roasting and grinding machinery 

Conveying and elevating machinery 

Cranes, hoists, and derricks 

Dairy machinery 

Dredging, excavating, and roadbuilding machinery . . 
Electrical machinery (generators, motors, and fans) . 

Elevators and machinery 

Engines, tractors, waterwheels 

Laundry machinery (commercial only) 

Machine tools 

Metal working machinery 

Locomotives other than electric 

Meters, (gas, water, and other liquid) 

Mining machinery 

Oil-well machinery 

Textile machinery and parts 

Transmission machinery 

Woodworking machinery 

Pneumatic machinery 

Printers’ machinery 

Pumps and pumping equipment 

Scales and balances 

Shoe machinery 


Value of production 


1933 

1931 

3 7 , 333,000 

$ 10 , 800,000 

7 , 000,000 

15 , 300,000 

9 , 000,000 

5 , 600,000 

24 , 000,000 

28 , 500,000 

7 , 000,000 

9 , 000,000 

11 , 400,000 

22 , 000,000 

5 , 600,000 

18 , 400,000 

8 , 300,000 

11 , 300,000 

18 , 600,000 

57 , 200,000 

74 , 400,000 

138 , 400,000 

8 , 700,000 

20 , 000,000 

55 , 400,000 

147 , 500,000 

6 , 000.000 

14 , 600,000 

22 , 800,000 

58 , 700,000 

13 , 600,000 

36 , 300,000 

700,000 

13 , 000,000 

8 , 000.000 

14 , 400,000 

8 , 700,000 

12 , 500,000 

20 , 300,000 

23 , 100,000 

57 , 900,000 

61 , 200,000 

9 , 700,000 

15 , 300,000 

6 , 000,000 

11 , 000,000 

7 , 600,000 

16 , 800,000 

13 , 600,000 

32 , 300,000 

53 , 600,000 

72 , 000,000 

6 . 800,000 

12 , 000,000 

8 , 000,000 

9 , 700,000 


figures indicate, annual production averaged only $2, 737,000,000- 1 
The reader will recognize, however, that a portion of this decline was 
due to reduction in prices. The potential demand for machinery, 
mentioned above, was divided as follows: 30.30 per cent for foundry and 
machine-shop products; 32.63 per cent for electrical machinery, appara- 
tua, etc.; 8.48 per emit for engines, turbines, tractors, wad water wheels; 

1 ' I I' m I — — I ■'■ [■if l lffifr 

<50ver * ^a$p*u*t£ and distinct industry and ia representative of at least 

mt of the volume of industry production/ 1 Quoted from Domestic Commerce. 

... ;vy;x* 
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3.94 per Cent fat- agricultural implements; 3 JO per cent fox mwslifaa 
tods; and 13.75 per cent for all other machinery. The potential machin- 
ery requirements of builders of machinery alone, in the fifty-eight 
industries, was estimated at $45,377,402. Machine tools accounted for 
08.65 per cent of this total. , 

The satisfaction of a considerable portion of this delayed demand for 
durable industrial goods can be and, no doubt, will be postponed for from 
one to several years. The purchasers of such goods usually buy only when 
* they see a prospect for a profit in the use of the new machinery, buUdmgs, 
and other industrial goods. The Durable Goods Industries Committee 
reported, for instance, that the average age of American locomotive^ is 
twenty-one years and that 40,000 of them could be scrapped and replaced 
by more economical, modem engines at an estimated saving to tne 
railroads of more than $250,000,000 a year. The management, however, 
must consider, before buying the new equipment, the prospects for future 
traffic development, freight and passenger rates, automobile and truck 
competition, new taxes, government regulation and possible government 
ownership and operation, the availability of credit, and interest rates, 
since such large units of capital goods are typically bought with borrowed 
funds. 

The demands of industry for various forms of agricultural products 
which have been partly processed is illustrated by the automobile indus- 
try. The Ford Company, which planned to produce 1,000,000 cars 
and trucks during 1935, 1 estimated that this volume of production would 
require, in addition to many other products, 69,000,000 pounds of 
t cotton from 433,000 acres of land for upholstery, brake linings, timing 
gears, and safety glass; 500,000 bushels of com from 11,280 acres for 
robber substitute, butyl alcohol, and solvents; 2,400,000 pounds of 
linseed oil manufactured from flax which grew on 17,500 acres of land 
(tire linseed oil is used in paints, core oil, soft soap, and glycerine); 

2.600.000 gallons of molasses from 12,500 acres of sugar cane used for 
v anti-freese, shock-absorber fluids, and solvents; 3,200,000 pounds of 

wool from 800,000 head of sheep to be used in upholstery, floor coverings, 
ahti-rust preparations and lubricants; 1,500,000 square feet of leather 
grade from the hides of 30,000 cattle (cattle also supply raw materials 
for milk-casein and hide glues, greases, and glycerine); 20,000 hogs 
required to supply lard for lubricants, oleic acid, and bristles for brushes; 

380.000 pounds of mohair from 87,500 goats are required for making 
*pQe fabric.* 

. 1 According to a statement by Edsel Ford published in the daily newspapers, the 
Find Company reached the 1,000,000 unit figure during the first ninemonths of the 
. yWur. - ■: - ■ 

* From a Ford advertisement. 
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Tho FordCompany estimated that the 1,000,000 ears would {Dost 
approximately $415,000,000. The purchases of materials, supplies, 
equlpM&nt, and other produets would be made from more than. #, 90S 
firms. Some of the 'more important items to be purchased and fhoir 
costs were estimated as follow^: bodies, $100,000,000; steel and non- 
ferrous metals, $75,000,000 — about two-thirds of this amount is for 
steel to be bought in the open market; malleable castings, $6,618,000; 
grey iron, exclusive of a large quantity produced in the firm's own 
foundry, $2,683,000; aluminum, $6,000,000; copper, $3,600,000; large 
sums for lead, tin, and zinc; tires for original equipment, $22,500,000; 
for body finishing and upholstery, approximately $49,000,000; and for 
glass and paint, $15,300,000. 

The automobile industry consumed in 1933 approximately 35 per 
cent of the United States production of malleable iron; 40 per cent erf the 
plate gisjw — more than $15,000,000 worth; 54 per cent of the leather 
upholstery; 23.5 per cent of the aluminum; 15.4 per cent of the copper; 
and 35.4 per cent of the lead. 

The railroads of the United States spent $6,000,000,000 during the 
period 1923-1929 for additions and betterments, an amount equal to 
$50 for every man, woman, and child in the country. During this 
period 900,000 new freight cars and 15,000 locomotives were put into 
use. The railroads spent, in 1933, $180,526,000 for fuel, $42,442,000 for 
forest products, almost $12,000,000 for steel rails, and more than $17,000,- 
000 for wheels, axles, and tires ; in excess of $30,500,000 for frogs, switches, 
iron bridges, structural steel and other iron and steel products; $18,- 
000,000 for metal and metal products; and $14,000,000 for oil and grease^. 
— a grand total, for the year, of almost $500,000,000.* 

There is a constant shifting in the relative importance of the different 
sources of demand for durable goods. Thus the construction industry 
and the railroads accounted for a much smaller percentage of the total 
demand for finished steel in 1934 than they did in 1929, while the auto- 
motive and metal-container industries materially increased their jwe*; 
centages. The deficits suffered by the railroads during 1932-1935 
caused them to curtail sharply their purchases of capital goods»the 
decline in public utility earning s and unfavorable political action cax&od 
these large volume buyers of industrial durable goods to reduce their • 
purchases to only a fraction of their 1928-1930 volume. The construc- 
tion industry reflected the same adverse situation. The increase^ :> 
Sumer buying of automobiles during 1034 and 1935 permittod 

l Ti* Oh I railroads paid out, in addition, <1,336,626,000 ee wagea to Uber; 
MMOgOOO for tom; and $343,807,000 tor torn, damage, depredation, and retire- ; 
meate. The total expense* and tame for 1033 amounted to $3,621,140,000. Fm*- : ; 
to* of Ra&rotd Information, 1934 edition. 
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ive industry to increase production, and thereby its purchases. 
The use of metal containers by the Federal Belief Administration, the 
greater use of canned goods by the consumer, and the practice of the oil 
and brewing companies of selling a larger proportion of their products 
in tin cans increased the demand for metal containers of various kinds. 

“ Buying Motives. — The industrial field comprises, as we have noted, 
an enormous large-scale demand for heavy machinery, accessory equip- 
ment, operating supplies, fabricating parts, and materials. Equipment 
for installations is bought only at infrequent intervals and usually by 
major executives. Many of these machines are made to order or accord- 
ing to specifications to meet individual industrial needs. Sp 
machinery might be designed, for instance, to develop the water poorer 
i at Niagara Falls. Since there is only one more comparable waterfa 
and that in Africa, the market for such machinery is clearly limited as 
well as highly specialized. The demand for accessory equipment, 
operating supplies, fabricating materials, and parts is not so highly 
specialized and limited. The demand, in general, for industrial goods 
is inelastic. Such individual goods as mine hoists, electric motors, 
machine tools, milling machines, and dynamos, for example, are not 
bought just because the price is low. The user is more interested in the 
performance of the article and in whether he can sell his own output at a 
profit. 

Hie determination of what, when, where, and how to purchase, with 
tiie exception of major installations, is frequently delegated to minor 
officials, foremen, and purchasing agents. 1 These are typically much 
^better informed buyers than the average consumer. Many of them are 
' technically trained, specialized, expert buyers. 

Among the more important motives that guide industrial buying are 
tile following: to secure lower costs of production, a better finished 
product, dependability, durability, flexibility, and simplicity;* to reduce 
industrial hazards, obtain more satisfactory service, and utilise the 
prestige that may come from using some well-established and favorably 
known machine, accessory, or other manufactured product. 

The demand for this class of goods is influenced by general business 
. conditions, the development of new methods, inventions, and the policy 
of the management with reference to obsolescence. Competition arising 
from modem aggressive industrial leadership frequently forces manu- 
facturers to scrap machines long before they are worn out. The desire 
• of “captains of industry" to keep in the forefront of progressive manu- 
facturers and to produce in larger quantities and at lower costs causes 

; . ‘One of the major problems met in selling industrial goods is to determine who or 
whatgroup of individuals in a given firm actually control the purchase of vattau 
1 jt|M* of equipment, supplies, and materials. ! " 

* CortLAjro, op. c&, Cfcap. VII. 
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them, for example, to displace small machines with larger wanMiWw and*H 
labor-tended equipment with automatic. • 

Some Supply Factors . — Industries may be grouped into two major ■ 
classes on toe bads of the nature of the manufacturing process, as 
indicated in liable 66. 1 . 

.<• , 

Table 86. — Classification of Indostbixb 

1. Service industries: 

a. Mines and quarries. 

b. Public utilities and transportation companies. 

c. Power plants. 

d. New construction (all forms of business and industrial construction). 

2. Manufacturing industries: 

a. Process industries (convert raw materials into finished products). 

b. Metal-working industries (which change metal into finished products). 

e. Textile industries. 

d. Lumber and woodworking industries. 

e. Miscellaneous. 


Each of these industries contributes to the supply of industrial goods 
and each constitutes part of the demand for these products. Industrial 
goods are produced under both large- and small-scale methods. The 
characteristic method, however, is large-scale. These products are 
non-perishable and quite bulky, yet some machines represent a high 
degree of concentration in value. Some made-to-order heavy machinery 
is so large that grave problems of transportation result. Such equipment 
may require special transportation facilities, be routed a special way 
so as to avoid narrow tunnels, low bridges, and other hindrances, or toe^ 
shipment may be timed in such a way as to move over a part of the routed 
on Sunday and holidays when the traffic is light. With the exception 
of made-to-order products, industrial goods are highly standardised 
as to quality, size, design, and grade. Such goods are bought largely 
on the basis of demonstrated superior performance or the reputation, 
of the manufacturer. The producer frequently enjoys a legal monopoly . 
through patent rights or a virtual monopoly because of a secret process 
or a superior production organization. These conditions make possible 
the control of the supply of the products affected. There is a tendency 
for production to concentrate in an area of great manufacturing activity. 
The availability of skilled workmen, raw materials, financial services, 
fuel or power resources, and transportation facilities are other factors 
that may determine the specific location of a plant. ! (i 

Methods of Selling ,* — The manufacturer selling to toe industrial 
BAricet usually sells directly, while the manufacturer selling to the con- 

• JJjWswqop, &. &, Industrial Marketing, p. 4. i 

‘Consult Martin J. Wolf, “The Wholesaler's Place in Industrial Marketing,* a 
9*9* read before the industrial marketing group of the American Mansgsmwif 
*««**!*, Industrial Marhstina. Ser. ft: 
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liliier market typically uses one or more middlemen. There f oe^of'- 
course, exceptions to these generalizations. A firm producing both 
dasees of goods usually finds it advisable to have separate sales organisa- 
tions to contact each market. It has been found that salesmen who 
achieve great success in selling to wholesalers and jobbers frequently 
do*bot succeed in selling to the buyers in the industrial market and vice 
Versa. The rubber industry, for instance, has separate selling organiza- 
tions for the mechanical rubber line and the tires; the paint industry 
follows a similar plan. 1 Approximately 44.8 per cent of total manu- 
factured goods went to the industrial market in 1929, as follows: manul 
facturers’ sales directly to industrial users, almost $20,000,000,0001 
manufacturers’ sales to manufacturers’ sales branches to industrial! 
. consumers, $3,500,000,000; and manufacturers’ sales to wholesalers to I 
industrial users, almost $5,000,000,000. 

At least two-thirds of the industrial goods, according to estimate, 
are sold directly to the firms that use the products. Large installations, 
specially designed, and complicated machines are sold directly because 
of the technical knowledge and service involved. The size of the order 
and the unit price also make direct contact feasible. Fabricating 
materials and parts, when sold on specification and contract, are sold 
directly. Industrial goods may be sold directly when the demand is 
constant because of repeat sales, and when the size of the order and 
unit price permit. 1 A considerable volume of industrial goods, however, 
is sold through various middlemen; among the more important agencies 
are supply houses, wholesalers and jobbers, manufacturers’ agents, and 
^machinery dealers. Small manufacturers of staple industrial goods 
and manufacturers of all kinds who sell in small quantities to widely 
scattered users or to small purchasers of limited means usually find it 
more economical to sell through middlemen. 

The manufacturer’s agent does not take title to the goods, nor does 
he have physical possession of them. He makes the sale, sends in the 
Older, and receives his remuneration in the form of a commission. The 
machinery dealer and mill supply houses, on the other hand, carry 
Stocks, make delivery, keep records, and make collections in addition to 
performing the sales function. Jobbers carry a wide line of hardware, 
tools, and small machinery used by various industries. 

. 'T%e industrial market, as contrasted to the consumer market, is 
easily located, isolated, analyzed, and measured. The products .are 
' ssodr to highly specialized goods suitable for a relatively easily determi- 
nable number of firms. Since these firms can be conveniently located, 
potential needs can be measured. The answers to the following 

*<&. Jkdteriiting and Selling, p. 21, Oct. 19, 1927. 
f,r. *€J. Centum, op. eit., Chap. VI. 
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three mm g others, the first s tep ^ 

successful marketing of industrial goods: Where Is the market for this 
particular machine, supply, or part? What are the characterise* 
features of this particular market ? What is the best method of approach- 
ing it — who in the industry or firjn controls the purchase of this particular 
product? # 

Determining Factors in Choosing a Method. 1 — Some of the facto** 
that determine whether a firm will sell directly or indirectly are illustrated 
by the following cases. 

Marketing Drilling Machinery. — A manufacturer selling drilling 
machinery wanted to know what methods to use in selling his product 
to mines and contractors. After a pudy he decided to sell directly to 
the mines and indirectly to the contractors. The reasons in this par- 
ticular case were as follows: 

Sell directly to the mines because: 

1. Mining companies usually carry an ample reserve of repair stocks 
so that the services of the supply firms and dealers are not needed. 

2. If distribution is secured through supply firms, the manufacturer 
will have to furnish missionary salesmen — so there will be no saving in 
sales expense. 

3. Mine superintendents and other officials prefer to deal directly 
with the manufacturer. 

4. The demand is so concentrated, territorially, that each Section 
can be covered profitably by a salesman because of volume sales. 

Sell indirectly to contractors because: 

1. The potential market is large, customers are widely scattered, 
they cannot be located easily, the individual sale is small, and con- 
tractors do not carry a reserve of repair parts. 

2. Dealers are in a position to render services the manufacturer 
cannot, except at a prohibitive cost. 

Marketing Cotton Goods. — The cotton-goods manufacturer, although 
producing an industrial good, has felt the effect of a severe shift In 
consumer demand. The following quotation presents some of the 
essential facts concerning the marketing of a good whose industrial 
demand reflects very closely changes in consumer demand: 

It is a particular trait of the cotton industry that while its managers have 
always closely supervised their mills and have often shown shrewd knowledge of 
the cotton market, they seldom have given much thought to the distribution of 
their product. This has been cared for either by a commission house or by 
brokers. 

1 Consult E. 0, Shreve, “ Determining Channels of Distribution,” a paper read 
before the industrial marketing group of the American Ma n ag em ent A asgcja t jeft, 
Mar. 5, 1600. Industrial Marketing 8er. 4* 
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The oommistttm house chargee & fee varying from 2H per cent up to 5 per cent, 
depending on the kind of goods and number erf services rendered. It often 
guarantees themflTs accounts, advises it as to styles, and sometimes participates 
even in the management of the min through representation on its board of direc- 
tors. These commission houses often are very powerful organisations extending 
thspr influence to many mills* The broker is r merely a clearing house for orders 
and charges a fee of H to 1 per cent. 

To be usable for wearing apparel, the gray cloth produced in the mill must first 
be finished. Consequently, the main customer of the commission house and 
broker is the converter, who has the cloth finished (bleached, dyed, or printed) 
according to his pattern by a job finisher. Sometimes the commission house 
itself performs this function, but the finisher rarely takes title to the goods hi 
processes. The converter sells the finished cloth to the u cutter-up 9i (garment! 
manufacturer), to the buying syndicated a group of retailers, to large depart- 1 
ment and rhain stores, or to the traditional wholesaler who in turn sells to the 
retailer . • . 

The complicated channels of distribution have been a contributing cause to 
the difficulties of the textile industry: the manufacturers have largely remained 
out of touch with their ultimate market while important changes were manifesting 
themselves in the consumption of cotton goods. 

First of all, style has acquired an importance unknown before in the trade. 
In the last five or six years a reaction has set in among consumers against the 
standardized article manufactured on a very large scale. The public is no longer 
satisfied with the staple product; it wants something distinctive. This has, of 
course, resulted in a shift in the demand for fabrics, favoring those which lend 
themselves to style effects. But it has also had the effect of changing the tradi- 
tional channels of distribution; the tendency toward style has been responsible 
for the growing importance of the cutter-up. Direct buying by department and 
chain stores has continued to develop as have buying syndicates. A change of 
clientele has thus taken place, the importance of which many mills have not been 
in a position to gage. 

Furthermore, the average size of the order has decreased because of style 
ten dencies and instability of cloth prices. This has increased the manufacturer's 
selling expenses and forced upon him the load of carrying stock in the face of 
increased style risk. 

Several suggestions have been offered to adjust the distribution end of the 
Industry to the new conditions. One of these is direct selling by the mills without 
firing Intermediaries. Considering the multiplicity of outlets in the distribution 
of doth, it is doubtful whether this is in all cases the proper solution. It is 
perhaps not so much the selling house which is at fault as the use made of it by 

manufacturer. In spite of his connection with a commission house, the 
, manufacturer cannot afford to remain indifferent toward his sake problem. 

On the other hand, the advantages of direct selling may prove an added 
incentive to the merging of mills in order for them to be able to maintain thek 
pwn national or even international selling organisation. 1 

iQbobskam, C. J. B., “The Possibilities of Cotton Manufacturing la Ttefts," 
University Texa* Bull 2832, pp. 10 ff., Aug. 22, 1928. 
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The importance of the cotton-goods industry is indicated-by the 
following figures. Hu value of the production in 1933 wee almost 
$875,000,000 compared with $817,429,509 in 1931. The total for 1938 
was made up as follows: woven goods over 12 inches wide, 8,103,717,584 
square yards, valued at almost $653,700,000; cotton yarns made for 
sale, almost 498,500,000 pounds, worth almost $131,000,000; cotton 
thread, 27,255,000 pounds, valued at $30,371,863; cotton waste for 
sale, 361,000,000 pounds, valued at f 12, 770, 000; and other products 
valued at $46,800,000. 1 

The Use of Salesmen and Advertismg. — The sale of a large variety of 
industrial goods, especially large maihinery and complicated accessory 
equipment, depends upon convincinwthe possible user that the particular 
machine will meet his needs. A/high type of salesman, us ually a 
technical man, perhaps an engineer with salesmanship ability, is required 
to demonstrate the superiority of the product. It is necessary, in such 
instances, that the salesman be able to talk to the manufacturers or their 
representatives in their own language. He must be able to understand 
their problems and aid them in finding satisfactory solutions. He must 
be able to understand specifications that may be given him and some- 
times be able to help design and install the equipment. If the product 
is highly standardized, such as office equipment, small motors, and tods, 
such technically trained salesmen are not necessary. Some products 
are sold from samples; others are installed and allowed to remain with 
the prospective purchaser until he has had an opportunity to determine 
their value to him under actual operating conditions. The seller employs, 
in addition to salesmen, magazine and trade-paper advertising, direct- 
mail solicitation, catalogues, and booklets with pictures and drawings 
showing the machine or appliance in operation. A number of manu- 
facturers of industrial goods have conducted large general advertising 
campaigns directed at the consumer. The expectation or hope is that, 
the consumer will demand merchandise made with the machine of 
the manufacturer, the finished product that carries the manufacturer's 
product as original equipment, 1 or the services produced by the manu- 
facturer’s product.* 

Changes in industrial marketing practice are taking place. Than is 
a decided trend toward specialization in selling. Full-line selling is 
being displaced by specialty selling. Manufacturers’ agents, carrying 
heavy goods, are limiting their efforts to a few selective specialties; 

* V.S. Department of Commerce, Comm of Manvfacturere, 1938, Cotton Omb, 
p. 2, Nov. 3, 1984. 

s The advertising of Timken Boiler Bearings Mid of Eioher Bodies are iHuatrst*as. 

* advertWac ca mp aig n of the American laundry Machine Compeuna, 

* the housewife, » a» illurtmtion. • ; 
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the mill supply houses are specialising to some extent. The changed 
character of the demand is forcing the change; steel, for example, is 
now compounded to meet the special needs of the manufacturers who use 
it. The automobile manufacturers, for example, demand special steels 
and services. The following quotation presents a good account of 
the changes taking place: 


The steel companies met the ^hanged situation by sending out specialty 
salesmen, metallurgists and other highly trained specialists. 

•V • * I 

Their job ie not only to show custdtaers how to use steel, but to solve product 
tion problems of all sorts for the metk-working industries. They are trouble? 
shooters par excellence. « 

There is a decided drift toward that type of selling in the industrial world. 
In the main, manufacturers in this field are finding it necessary to specialize in 
their marketing methods. Some companies have their specialty representatives 
devote all their efforts to certain industries, such as the paper industry, the textile 
industry, the fertilizer industry, etc. Most companies, however, have found this 
method of traveling too expensive. 


One company meets this situation by placing its regular salesmen in geo- 
graphical locations. They handle all classes of industry within this territory. 
These men are able to handle every routine job that comes along. In addition, 
they are familiar with the type of industry that prevails in the community, such 
as textile machinery in the Philadelphia area. These geographical men, however, 
are not qualified to give technical help or engineering advice to their prospects. 
Neither are they set up to shoot any more than the simple type of trouble. To 
take care of the occasional demand that exists in all territories for expert help, 
this company has a squad of roving technicians that cover the country. These 
men are experts. 

* * * 


We find this trend toward specialization, even in heavy engineering lines. 
Here the average representative is more an engineer than he is a salesman. In 
my event, he is likely to devote himself to the large orders for engineering prod- 
ucts that are pending. It often takes these jobs several months to break. In 
the meantime the regular salesman is inclined to neglect his other customers and 
the other items in his line. A number of companies are handling this condition 
by putting out specialty salesmen. 

* * * 

One of the most pronounced tendencies toward specialization is in the mill 
supply house business. The industrial wholesaler, like the wholesaler that 
carries consumer goods, is handicapped by the large number of articles that he 
must carry. He simply could not do a good job on everything. Specialisation 
$1 overcoming this difficulty to a certain extent. Specialization in this field 
is following three trends: . A ' 
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1. Toward the ubo of specialty aalesmenljy the mill supply house; 

2. Toward limiting the line to a few articles; V 

8. Toward concentrating on a line that is adapted to the locality. 

* * * 

Another trend in industrial marketing is found where producers of parte or 
ingredients are increasing the markets for those elements by manufacturing 
products in which the part is used. The General Electric Company has for years 
been assuring itself an ever-expanding outletifor motors by going into the wmlrfag 
of things where motors are used. The International Salt Company is pursuing a 
similar policy in turning out a seasoning Mr sausage, in which salt is only one 
ingredient. The seasoning is sold to farmep and others who may produce wmaage 
in quantities. 

The Weston Electrical Instrument Corporation has recently been creating a 
number of new products, primarily because there is a promising field for these 
instruments, but incidentally to get additional outlets for the famous Photronic 
Cell, or Electric Eye as it is more popularly known. Some of these new products 
are the Exposure Meter, which takes the guesswork out of photography, the 
Foot Candle Meter, which makes it possible to measure the exact volume of light 
in any spot, smoke control devices, etc. Weston’s experience proves that it Is 
possible for a manufacturer, whose products have hundreds of industrial uses, to 
build new markets by creating articles not made by any of his customers. 1 

The demand for industrial goods is in some respects more complex 
than that for consumer goods, since it is largely a derived demand. 
There must be a possibility for the managers of industrial enterprises 
to sell, at a profit, the articles or service produced with the aid of the 
industrial goods before they will buy in large volume. The price of the 
industrial goods muBt be in line with the price that can be secured for 
the goods produced by the capital goods. Since the purchase of many 
industrial durable goods must be financed on a long-time basis, tills 
type of credit must be available at an equitable interest rate. The 
lender of this form of credit will not agree to a loan until or unless he 
believes there is a reasonable probability that the borrower will realise, 
a profit in his business activity. He wants to be assured that he will 
receive his interest payments regularly and that the principal will be 
repaid at maturity. 

MARKETING CONSUMERS* GOODS* 

The ultimate consumer is the source, either directly or indirectly, 
of the demand for all material goods, services, and property rights. 
As was noted above, the demand for industrial goods by manufacturers 

1 Mubpht, Jobs Allxn, ‘'Trend* in Industrial Distribution," Advertiting and 
pp. 28/-, Mar. 14, 1935. 

* Much .of the discussion of Chaps. II, III, V-VIII applies to this topic sad should 
oewfened to during the study of this section. 
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and other producers is dependent on the demand from the ultimate 
consumer for the various manufactured consumer goods and services. 
The demand of the consumer, in many instances, is far removed from the 
primary demand. Thus the primary demand for iron ore is quite 
remotely removed from the demand oft the ultimate consumer for the 
services of the dentist, who uses some steel instrument in serving his 
patients. Some of the primary demands, however, may be satisfied 
in anticipation of ultimate consumer demand which in fact may never 
materialise. 

Each individual consumes frdn the day of birth until the hour of 
death. He pays the expenses of governments, through direct or indirect '^ 
taxation, and supports educationalVreiigious, and philanthropic institu- 
tions by paying for their services' The consumer, in the long run, 
determines the apportionment of capital, labor, and management 
among the various producing organizations. He pays a satisfactory 
price for the goods he wants and passes by the goods that do not satisfy 
his desires. Thus the fortunate firms succeed while the less fortunate 
are forced out of the race . 1 

The term “consumers’ goods,” however, as used in this chapter, is 
restricted to those articles of manufactured merchandise that are used 
directly to satisfy human wants. This class of goods typically reaches 
the consumer through the widely known over-the-counter retail store, 
mail-order house, and house-to-house salesman. Consumers’ goods 
may be classified under two different headings, one classification being on 
the basis of the use to which the goods are put, and the other on the basis 
of the buying habits of the consumer . 2 Each of the classifications includes 
both durable and non-durable goods. Which classification is better or 
more appropriate depends upon the purpose of the analysis. A brief 
discussion of each classification follows. 

Classification on the Basis of Use. — The classification of consumers’ 
manufactured goods on the basis of the use to which the buyer puts 
the merchandise is of value in determining quantity and quality of 
production and, to a less extent, in determining a suitable method of 
distribution. Six major groups with several sub-classes are presented 
in the following classification: 

Class in cation or Consumes Goods 
( on basis of use) 

■I. Food and kindred products: 

1. Groceries and canned goods. 

2. Meat, poultry, and fish products. 

1 Cf. P. H. Nystrom, Economic Principles aj Consumption, Chaps. I, II, for an 
interesting discussion of this problem. 

* Another classification sometimes used comprises so-called necessities and hcouriee- 
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& Dairy products. 

4. Bakery products. 

& Sugar products. 

6. Confectionery products. 

7. Coffee, tea, and spices. 

8. Beverages. 

9. Miscellaneous. • 

II. Clothing: 

1. Textiles. 

2. Shoes. 

3. Hats and millinery. 

4. Beady-made clothing. 

a. Men's. 

b. Women's. 

c. Children's. 

5. Furnishings and accessories. 

6. Jewelry. 

7. Miscellaneous. 

III. Shelter: 

1- Housing. 

2. Home furnishings and equipment. 

Furniture. 

6. Floor coverings. 

c. Heaters and refrigerators. 

d. Kitchen equipment. 

e. Musical instruments. 

/. Fuel and light. 

9 • Laundry equipment. 

IV. 8un A dnt krge nUmbCT ° f mi8Cell “ Nicies. 

1 . Chemical and drug supplies. 

2. Books. 

3. Works of art. 

4. Miscellaneous. 

V. Motor equipment and supplies: 

1. Automobiles. 

2. Batteries. 

3. Tires. 

4. Gasoline. 

& Oils. 

8. Highways and bridges. 

7. Accessories. 

8. Repairs. 

^ equipment and supplies: 

X. Bower machinery. 

2. Trucks. 

8. Cultivating equipment. 

*• Vehicles. 

8 pou * try ^uipment. 

Stpdc foods. 

Hud ware. 
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9. SUM. 

. 10. Building materials* 

11. Fencing. 

12. Miscellaneous. 

Classification on the Basis of Buying Habits. — An interesting classifi- 
cation of consumers’ goods based on the buying habits and patronage 
motives of the purchaser is givep by Professor Copeland . 1 He divides 
merchandise into convenience , Chopping, and specialty goods. This 
method of analysis is of particular value to the producer in determining 
his marketing organization. It ii of value to the wholesaler and retailer 
in aiding them to select merchandise with which to stock their stores. 
The weakness of the method is tlte lack of stability in the habits \of 
buying and the large number of “b\rder-line” cases — merchandise thljit 
might logically fall into more than one classification. The consumer 
continually changing the time, place, and manner of his buying. His 
wishes concerning quantity, quality, and style are subject to change 
without notice. There are certain habits, however, which seem to 
remain fairly constant over relatively long periods of time. This 
classification, obviously, should not be followed blindly but viewed 
critically. 

Convenience goods , according to Dr. Copeland, are those customarily 
bought at easily accessible stores, and at frequent intervals, as “repeat” 
purchases. An important characteristic of convenience goods is that they 
must be sold at a low enough price per unit to promote wide use. Such 
merchandise is used continually and repeatedly by a large portion of the 
population. Typical illustrations are laundry soap, bread, crackers, 
cigarettes, sugar, coffee, tooth paste, shaving soaps, and newspapers. 
Such goods are regularly sold in grocery, drug, hardware, electrical 
supply stores and certain departments of department stores and by 
mail-order houses. Stores whose major sales comprise convenience 
goods must be located in easily accessible and convenient places. Buyers 
do nbt care to travel far or take much time in negotiating the purchase 
of this class of merchandise. The manufacturer who sells convenience 
gbOds does not want exclusive agencies as distributors; he wants his 
merchandise offered for sale in as many outlets as he can economically 
Much of it is distributed through wholesalers to retailers to 
^hwmers. 

r Shopping goods are those for which the consumer desires to compare 
> prices, qualities, and styles, usually in several stores, before a purchase 
;fs made. Examples are women’s and children’s wearing apparel, toys, 
women’s gloves, and chinaware. The consumer wants a variety of 
prices, styles, and qualities from which to select. The price to be paid 

l Prme&pte9 of Merchandising, Chaps. It, III, IV. 
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is not clearly defined before the time of purchase. ^The purchase of 
shopping goods is not usually necessary as soon as the need is recognised;, 
a delay is possible because this type of good is likely to possess an appre- 
ciable degree of durability, which permits time for shopping. 

Specialty goods are those which have some particular attraction for 
the consumer, other than price, which induces him to put forth special 
effort to visit the store where they ale sold and to make the purchase 
without shopping. The purchaser usually determines in advance the 
type of merchandise he expects to buy and the store in which he will buy 
it. He will search for it, wait for it, And go for it. Examples are men’s 
clothing, shoes, high-grade furniture, vacuum cleaners, radios, farm 
implements, watches, silverware, high-quality jewelry, and automobiles. 
Staple groceries are convenience/goods, while fancy groceries fall in 
the specialty group; women’s shoes with a strong style or novelty feature 
might be classed as shopping goods, men’s work shoes as convenience 
goods, and high-quality, trade-marked, and advertised shoes as specialty 
goods. This type of merchandise is usually found in unit, department, 
chain, and, to a limited extent, mail-order stores. The manufacturer 
does not attempt universal distribution but selects his retail outlets very 
carefully, frequently using exclusive agencies. When wholesalers are 
used, the same careful selection is made. The producer may use the 
branch house plan, such as is used by farm implement, automobile, 
and power machinery manufacturing companies. 

The dividing line between shopping goods and convenience goods, on 
one side, and between shopping goods and specialty goods, on the other, 
is not always clear. “Staple dry goods, low price, plain hosiery, and 
pins, needles, thread, and other small wares and notions, and also kitchen 
hardware, are examples of commodities that are merchandised both as 
shopping goods and as convenience goods .” 1 

Merchandise first introduced as a novelty, thus having shopping 
characteristics, may later become a specialty good. Shopping merchan- 
dise is typically sold in stores located in the central business districts, 
in outlying shopping centers of large cities, and on “ ma i n ” streets.* 
Department stores, general stores, women’s apparel shops, and mail-order 
stores are important agencies in the marketing of shopping goods. Such 
stores must be easily accessible to a large portion of the consumers in 
the retail trading area. 

A large proportion of shopping merchandise, as might be expected,, 
typically moves directly from the manufacturer to the retailer. Tha 
hi g hl y seasonal character of the demand, the great importance of the 

- -*OoranMn>, op. cit., p. 67. . 

* Of. Prut, 3. F., “The Determination of Standards of Location for Betan Can^>; 
eenw,” Harvard Bmintts Review, Vol. IV, No. 3, pp. 303-313. . 
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style element, the importance of novelty and fad characteristics, the desire 
of store buyers to shop around and wait as long as possible before 
placing their orders, all promote direct marketing. There is, however, a 
considerable volume of business done through wholesalers. The small 
retailers typically buy through this middleman, and the large-scale 
retailers frequently use him for fill-in orders. 

The Demand Factors .' — The (demand for consumer goods is large 
in the aggregate but obviously all-scale, and the unit of purchase is 
usually snail. The unit pure: of many consumer durable goodp, 

however, are large when measu d in terms of cost. Houses, auto- 
mobiles, pianos, oil burners, and Jectric refrigerators are examples <)f 
high-cost consumer merchandise. The volume of demand bears a 
dose relationship to the degree of dd^sity of population, the purchasing 
power, and the standard of living of the community. Sales of many\ 
lines of consumer merchandise have been greatly increased through 
the use of time-payment plans. Some of the more important features 
of demand are demonstrated through the following illustrations and 
discussion. 

Food and Kindred Products. — The demand for the necessary food 
products is comparatively stable. The consumption of this class of 
goods was apparently about as great during the depression period 1930- 
1934 as it was during the prosperity era of 1927-1929. There was 
probably some shifting from high-priced products to lower priced com- 
modities, but the quantities used by the ultimate consumers declined 
very little. 3 

The estimated volume of food sales through grocery stores, combina- 
tion grocery and meat stores, delicatessen shops, and the country gen- 
eral stores, through hotels and restaurants, and directly to consumers 
amounted to $14,000,000,000 in 1933. According to estimates by the 
American Institute of Food Distribution, the food bill of the consumer 
Was $3,350,000,000 more in 1935 than it was in 1933; the average price 
of- all food products rose considerably from 1933 to 1935.* 

The character of the demand for food products has changed apprecia- 
bly, however, during the last twenty years. Only a few years ago days 
were spent by the typical housewife in “putting up” vegetables, jams, 

* preserves, and pickles, while today the factory packs these food articles in 
Cartons, fan, cans, and bottles and sells them through the conveniently 
located retailer. The local grocery store has become the housewife’s 

< Of. Chap. m. 

1 Bawls, F. H., chief, Foodstuffs Division, U.S. Department of Commerce. 
Quoted from Domestic Commerce, Dec. 20, 1934. 

. ; "■*Boa»e estimate* placed the average increase at 3fi per cent. This k perhaps too 

high. The prices of meat products showed large increases, but many other products 
increased only slightly and some declined. 
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pantry. Not bo long ago inany varieties of food products were soldra 
bulk: sugar, coffee, flour, oatmeal, and other similar foods were scooped 
out of barrels; molasses, syrup, and vinegar were sold from jugs, 
and kegs. Today the consumer prefers his food served under more 
sanitary conditions through modern stores. 

The leading food-manufacturing industries, ranked on the basis 
of the value of their products, are slaughtering and meat packing; dairy 
products; bread and bakery products J flour, feed, and other grain mill 
products; canned foods; sugar refiniijg (cane); coffee and spices; con- 
fectionery; and the beverage indust w. The importance of the manu- 
factured food-products industry is imicated by the following statistics. 

There were in 1929 approximat/y 1,277 meat-packing plants in the 
United States which employed 129(500 wage earners, and whose output, 
valued at wholesale prices f.o.b. factory, was worth $3,434,654,100. 
The number of plants declined to 1,073 in 1933, while the value of the 
production was $1,487,920,253. The drastic decline in dollar volume 
represented a price decline rather than a physical-volume decline. 
The total value of meat-packing products in 1933 was divided as follows: 
freBh meat products, $720,280,655; cured meat, $293,679,481 ; lard, $102,- 
351,805; sausage, head cheese, etc., $81,812,686; canned meats, almost 
$19,000,000; and hides, skins, and pelts, $54,303,318. There were 
4,333,000,000 pounds of fresh beef, 500,000,000 pounds of veal, 3,250,- 
000,000 pounds of fresh pork, and 1,875,000,000 pounds of lard produced 
in 1933. 1 These figures indicate in a forceful manner the changes that 
have taken place since the time when our forefathers slaughtered their 
farm Btock for home consumption. An elaborate and efficient marketing 
organization is now necessary to supply the enormous consumer demand 
for meat. The consumer obviously desires large quantities of fresh meat. 
The high degree of perishability of this product complicates the problems 
of transportation and storage encountered during the marketing process. 
Modem refrigeration has solved this problem. Meat is distributed 
directly from the packer through his own branch houses and with the 
aid of refrigerator cars and trucks to the retail meat dealer, who prescarves 
the product in the cooler until sold to the consumer. 

The total value of the products of mills engaged primarily in grinding 
flour and meal amounted to approximately $574,160,134 (f.o.b.) to 
1933; $598,000,000 in 1931; and $1,061,000,000 in 1929. The total 
production of wheat flour in 1933 was almost 96,700,000 barrels valued 
to excess of $430,000,000. This represents a decrease of 16.2 per cent to* 

1 D. E. Montgomery, consumer counsel, stated that the 1920-1929 average supply 
oi bog products tor domestic consumption equaled 83 pounds per capita anmS%i( •' 
while the amount available for the marketing year beginning Nov. 1, 19% would V;. 
be only 47 pounda. 
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quantity and 4.6 per cant in value from 1981. These figures do not 
include cereal preparations and prepared feeds for live stock and poultry. 

The great increase in the demand for bakery products reflects another 
fundamental change in our living habits. Much of the baking activity of 
the home has been transferred to the factory. The total f.o.b. value of 
bakery products in 1931 was almost $1,188,000,000; in 1933 the value 
declined 22.7 per cent, to $918to00,000. The value in 1929 was in 
excess of $1,500,000,000 The principal items produced in 1933 were 
bread, rolls, coffee cake, and simfar products, valued at almost $530 l- 
000,000 and weighing in excess of $203,000,000 pounds; crackers, valued 
at almost $141,540,000 and weighing nearly 1,045,000,000 pounds; ana 
soft cake, valued at more than $100, *00,000. Bread and the other items 
in that class declined 9.8 per cent in quantity and 10.9 per cent in value 
from 1931 to 1933. Bakery products are sold directly to the consumer, \ 
from the bakery store and from wagons; indirectly, through chain retail 
stores and independent food stores. Several food chains produce large 
quantities of bakery goods and sell them through their own retail outlets. 
These same chains also sell the bakery products of independent bakeries 
that have established a strong consumer demand through aggressive 
advertising. 

The canning factory has taken the place of home canning to a con- 
siderable extent. The value of canned and processed fruits and vege- 
tables was $704,665,763 in 1929, in excess of $471,600,000 in 1931, and 
approximately $410,400,000 in 1933. There were more than 18,500,- 
000 cases of canned vegetables and soups, approximately 33,000,000 
cases of canned fruits, and almost 1,000,000,000 pounds of dried fruits 
produced in 1933. Confectionery products, including salted nuts, had 
an aggregate value in 1933 of $204,525,000, a decrease of 27.5 per cent 
from 1931. The more important items in this group were chocolates, 
280,416,000 pounds, with a value of $57,400,000; bars, 415,386,000 
pounds, with a value of $51,507,000; hard candy, 206,000,000 pounds, 
with a value of almost $22,000,000; and salted nuts, valued at almost 
$11,000,000. Malt liquors produced in 1933 equaled 26,009,429 barrels, 
with a total value in excess of $42,500,000. The quantity and value 
of soft drinks ran into large figures. 

Each of these various classes of food products presents individual 
rtvii.r1rgf.mg problems, due to the peculiar characteristics of the product, 
the method of production, the demand, and the buying habits of the 
‘consumers. According to the Census of Distribviion, the consumer in 
cities of 10,000 population and more paid $138 in 1929 for his food. Res- 
taurants, exclusive of hotels, received $30. The expenditure for food 
represented 23.04 per cent of the consumer’s total outlay, with the. 
restaurant getting 5.04 per cent. During the depression a larger, per? 
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centage of the total outlay went for food products. The consumer, 
from the force of necessity, reduced his expenditures for durable consumer 
goods and kept up his purchases of necessary food products. Pood 
prices, in November, 1934, were 28 per cent higher than in April, 1933, but 
they were still 27 per cent below those of November, 1929. 

Table 67 indicates the size of the faijuly demand for twelve different 
food products generally sold through fcj >d stores. These estimates are 
based on reports that cover the year receding each date. Thus the 
figures under 1935 refer to the consumj ion during 1934. 

Table 67. — Pee Capita Consumption op Sh bcted Food Pkoducts by Milwaukee 

Famil;J 

Pe^ family consumption in Milwaukee 


Product Units per family per yeaT 

Unit 

1935 | 1934 1931 | 1930 | 1929 

Canned soups Cans 73.7 67.9 57.0 75.4 75,4 

Bottled catsup Bottles 27.5 25.1 28.7 27.9 29.0 

Packaged tea Pounds 5.8 3.7 3.4 3.2 3.1 

Packaged coffee Pounds 46.8 47.4 46.3 45.8 45.6 

Wheat breakfast foods . . Packages 25.2 24.7 19.6 25.2 28.8 

Canned milk Cans 125 . 7 105 .8 96.5 86.2 80.6 

Wheat bread Loaves 228.0 229.0 241.0 195.0 230.0 

Baking powders Ounces 83.2 68.4 78.9 64.4 

Packaged bacon Pounds 31.8 29.5 30.6 28,5 

Prepared mayonnaise .. . Jars 18.8 21.6 23.8 27.0 

Packaged cheese Packages 33.6 33.8 34.0 33*0 

Packaged butter 1 Pounds 94.4 84.4 114.4 


1 Table compiled from "Consumer Analysis of Greater Milwaukee Market, 1936,” TK* MUwavkm 
Jour. 

* Figures for 1933 not given. 


Clothing . — The demand for clothing is as universal, pervasive, and as 
persistent as that for food. There are, however, some important dif- 
ferences between the characteristics of the demand for these two classes 
of consumer-manufactured goods. Clothing is much more durable} 
purchases are made at much less frequent intervals; and the style element 
is an important factor. 

How the demand for different items of clothing is affected by the 
economic status of both men and women is indicated in Tables 68 and 09. 
An examination of these tables suggests the difference in the amount of 
money expended for clothing by men and women. Judging from these 
figures, fit appears that women spend more than men. These data give 
OhO some idea, at least, as to how the purchases of the worker and hit' 
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Wife are affected by the nature of his occupation and the size of his income. 
The- expenditures of women for outerwear, hats, underwear, stockings, 
shoes, and miscellaneous articles increase rapidly with increased income, 
irrespective of whether this increase results from their own activity or 
that of their husbands. The p'.en likewise spend more for articles of 
clothing, such as ties, shoes, habs, and suits, as their incomes increase 
and they enjoy more responsiblepositions. The need for better quality 
of clothing by the professional claps accounts for a portion of the increase. 

Tax lx 68. — Estimated Costs and Classification of Clothing Expenses ifox 

Men 1 

(By various standards of living) 



[ale indus- 

Male office 
worker, 
Brooklyn, 
N. Y. a 

Man at \ 
professional * 
standard 4 

Classes of clothing 

trial worker, 
Boston* 

1. Hate 

$ 3.83 

$ 4.83 

$11.83 

2. Outerwear 

25.59 

31.74 

99.43 

3. Shirts 

5.78 

7.35 

18.50 

4. Underwear 

5.58 

6.28 

11.00 

5. Socks 

2.28 

1.76 

9.50 

6. Shoes 

8.06 

10.23 

23.66 

7. Gloves 

1.11 

1.57 

4.00 

8. Collars 

0.76 

2.28 

3.50 

9. Ties 

1.56 

1.86 

13.50 

10. Handkerchiefs. 

0.54 

0.72 

4.50 

11. Miscellaneous. 

8.86 

1.52 

9.14 

12. Incidentals 

1.00 

1.00 


13. Upkeep 

5.48 

7.68 

28.75 

Total. 

$70.43 

$78.82 

$237.31 


1 Quoted from Paul H. Nystrom, Economics of Consumption, p. 342. 

1 Tks Cost of Living tit Twdts Industrial Cities, National Industrial Conference Board, Inc., New 
York, 1 *88. 

* Cost of Living in Now York City, 1926, National Industrial Conference Board, Inc., New York, 
1999* 

* Quantity and Coot Estimate of the Standard of Living of the Professional Class, University of Cali- 
fornia Preas, 1928. 

More recent figures on the cost of living for families in different income 
and occupational groups were published in 1935 by the Heller Committee 
for Research in Social Economics, University of California. The 
information covers the years 1929 to 1934, inclusive, thus furnishing a 
basis for comparison. 

Table 70 gives the data for a group of business executives. The total 
costs declined from 16,868.31 in 1929 to $5,456.77 in 1933, then increased 
to $6,590.88 in 1934. The decline in costs no doubt reflects changes in 
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income. It is interesting to note that th«? executives’ lunches cost more 
in 1933 and 1934 than they did in 1929, 1930, and 1931. Expenditure? for 
food, clothing, and shelter declined substantially, while the amount 
spent for the miscellaneous group remained almost the same throughout 
the period. The decline in the food, etching, and shelter groups reflects 
the fall in prices for these goods.* Man; of the items in the miscellaneous 
group are of the “overhead-cost” vi iety which cannot be reduced 
exoept at tremendous sacrifice and in mvenience. The proportion of 
total costs expended for this list of i s increased from 33 per cent in 
1929 to 41 per cent in 1932 and 1934j The relative amount expended 
for shelter decreased from 37 per cej in 1929 to 34 per cent in 1932 
and to 31 per cent in 1934 ; the pro/ >rtion going for food and clothing 
remained fairly stable. 


Table 69. — Estimated Costs and Classifications of Clothing Expenses fob 

Women 1 

(By various standards of living) 


Classes of clothing 

Wife of 
industrial 
worker, 
Springfield, 
Mass.* 

Wife of 
office 
worker 
New York* 

Single 

woman 

office 

worker 4 

Wife of 
profes- 
sional 
man* 

1. Hats 

$ 4.09 

$ 5.78 

$ 9.50 

$ 30.00 

2. Outerwear 

21.35 

38.99 

91.25 

246.73 

3. Underwear 

11.57 

11.18 

17.28 

48.46 

4. Stockings 

3.90 

3.72 

15.00 

19.60 

5. Shoes 

7.74 

8.93 

26.30 

48.97 

6. Gloves 

0.89 

1.19 

3.25 

8.00 

7. Handkerchiefs 

0.54 

0.48 

1.20 

4.60 

8. Miscellaneous 

0.84 

0.72 

8.55 

14.17 

9. Incidentals 

5.00 

5.00 

5.50 

12.00 

10. Upkeep 

4.38 

6.22 


12.60 






Total 

$60.30 

$82.21 

$177.83 

$424.83 


* Quoted from Paul H. Nyetrom, Economic* of Consumption, p. 343. 

* The Cost of Living in Twelve Industrial Cities, National Industrial Conference Board, Inc., New 
York, 1928. 

* Cost of Living in New York City, 1928. National Industrial Conference Board, Xao., New York. 1998, 

4 Clothe * , Money and the Working Oirl, Milwaukee Vocational School, Milwaukee, WJa. 

* Quantity and Cost Estimate of the Standard of Living of the Professional Class , University of Cali- 
fornia Press. 1928. 

The total costs of the clerk (see Table 71) show that his expenditures 
reached the lowest point in 1932. This group of consumers increased its 
expenditures for “miscellaneous” goods and services. Such items as 
carfare, life insurance, medical care, education, and church and charity 
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remained identical for each ^ of the yeans. No provision is listed for 
automobile upkeep. The proportion of expenditures going for shelter 
incffeased slightly in 1932 but declined in 1934. The relative expendi- 
tures for- food and clothing dropped in 1932 but were back to approxi- 
mately the 1929 ratio in 1934. 

Tabus 70. — Cost or fjvnro Budget roR Execut iv e 1 



% of 


% of 

1933. 

1934, 

Items 

1929 total 

1931 

1932 total 

Including 

ineluding 


coat 


oost 

Bales tax 

sales tax 


Total east.. 

($6,868.31 


|S6,501.3 

196,098.69 

|$5, 466.07 


|95, 456.77 

[$5,590.88 

Income tax. 

19.99 


21,58^ 

12.37 

62.52 


62.71 

49.86 

Food. 

1,082.02 

10 

6.02 

898.41 

748.27 

14 

792.82 

835.24 

Meals at home 

932.02 



748.41 

613.27 


639.07 

682.24 

Husband ’e lunches. . . 

150.00 



150.00 

135.00 


153.75 

153.00 

Clothing and upkeep. . . 

950.42 

14 

819.84 

672.19 

582.01 


693.12 

705.94 



899.29 


771.53 

630.65 

548.67 


648.86 

674.21 

Upkeep 

51.13 


48.31 

41.54 

33.34 


44.26 

31.73 

Shelter 

2,539.18 

37 

2,414.07 

2,271.84 

1,858.48 

34 

1,664.78 

1,741.16 

Housing 

1,571.55 


1,499.15 

1,380.94 

1,066.48 


915.58 

929.51 

House operation. 

697.44 


652.60 

662.68 

587 92 


525.74 

569.82 

Light and fuel. 

199.05 


180.12* 

192 00 

180.15 


183.68 

180.88 

Service 

300.00 


300.50 

300.50 

236.62 


171.00 

217.88 

Other 

198.39 


171.98 

170.18 

171.15 


171.06 

171.06 

Furnishings 

270.19 


262.32 

228.22 

204.08 


223.46 

241.83 

UlmalianaouB. 

2,276.70 

33 

2.259.82 

2,243.88 

2,214.79 

41 

2,243.34 

2,258.68 

Camel the person 

75.13 


72.15 

68.43 

84.53t 


96.89 

89.35 

Irisure. time activities. 

549.80 


535.60 

517.18 

478.41 


479.93 

487.41 

Automobile upkeep 

409.77 


410.07 

416.27 

419.85 


429.39 

444 79 

Carfare 

40.00 


40.00 

40.00 

40.00 


40 00 

40.00 

Investments 

620.00 


620.00 

620.00 

620.00 , 


620 00 

620 00 

Medical ears 

275.00 


275.00 

275.00 

275.00 ! 


275.00 

275.00 

Amoriatha dues. . 

36.00 


36.00 

36.00 

36.00 ! 


36.00 

36.00 

Education 

101.00 


101.00 

101.00 

101.00 


101.13 

101.13 

Church, and charity $. . 

110.00 


110.00 

110.00 

100.00 


105.00 

105 00 

TwAUb«a1« 

60.00 


60.00 

60.00 

60.00 


60.00 

00.00 


%of 

£ 


\ 


13 


41 


1 Adapted from a Report by the Hrikr Committee lor Research in Social Eoonomiw, University of California, 1935; 
tablet published in .Domestic Commerce, Apr. 20, 1935. 

* Natan! gaa introduced. Electricity increased to oover eiectrio refrigerator; power for radio now included here Instead 

ttkhkmtim. 

t B wm ao e a t warm and finger waves added for the wife. 
t Ho previrion for dependents outride home; t h er e fore no i n crea s e In oaeta. 

- Table 72 gives the budget for a wage earner, whose expenditures 
decreased each year to and including 1932. He spends a larger per- 
centage of his total for food than either of the other two groups, and 
there was a greater decline in the percentage during the depreesion than 
for the other groups. The relative expenditures for clothing are greater 
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than those of the executive but less th ad those of the clerk. This itean 
dropped in 1932 but was back to the 1929 level in 1934. Costs for 
shelter rose in 1932 but declined in 1934. • . * * 

Table 71. — Cost or Living Budget for Clerk 1 




%of 




%of 


1934, 

%uf 

Items 

1929 

total 

1930 


1932 

total 

Including 

inoiuding 

total 



oost 





sales tax 

sales tax 

cast 

Total ooct 

$2,484.31 


12,336.88 

$2,Jjft6.19 

$1,936.22 


1,964.81 

$2, 033.41! 

1 


Food 

739.12 

30 

694.10 

7611.03 

530.08 

27 

565.48 

599.43 

29 

Meals at home 

634 12 


589.10 

506.03 

440.08 


457.85 

491.43 


Husband's lunches — 

105.00 


105.00 

j 

105.00 

90.00 


107.63 

108.00 


Clothing and upkeep — 

442.75 

18 

405.35 

339.97 

291.69 

15 

344.92 

860.24 

18 

Replacements 

418.56 


381.42 

319.60 

277.63 


326.97 

346.17 


Upkeep 

24.1 


23.93 

20.37 

14.06 


17.95 

14.07j 


Shelter 

758.95 

31 

706.52 

633.81 

610.75 

32 

549.92 

568.26| 

28 

Housing 

480.00 


450.00 

396.00 

384 00 

318.00- 

830.0C 


House operation 

185.62 


165.92 

158.99 

156.26] 

154.80 

154.56 


light and fuel 

104.86 


88.07 

90.86 

88.76 

90.66 

88.84 


Other 

80.77 


77.85 

68.1391 

67.50 


64.14 

65.72 


Furnishings 

93 32 


90.60 

78.82 

70.49 


77.12 



Miscellaneous 

543.41 

21 

530.91 

521.38 

503 70 

1 26 

504.49 

505.48! 25 

j 

Cere of person 

56. 7< 


55.56 

53.34 

47.70 


53.12 

47.15 

Leisure-time activities 

108.71 


187.35 

180.04 

169.94 

163.24 

170.20 


Carfare 

60.00 

60.00 

60.00 

60.00 

60.00 

60.00 


Life insurance 

130.00 

130.00 

130.00 

130.00 

130.00 

130.00 

i 

Medical care 

75.00 

75.00 

75.00 

75.00 

75.00 

75.00 

\ 

Education 

5.0C 

5.00 

5.00 

5.00 

5.13 

5.11 


Church and charity*. 

18.0 


18.00 

18.00 

16. oo; 

18 00 

18,00 



'[bid. 

* No provision for dependents outside tbs boms; therefore no Increase in costs, 
t The estimate published in 1933 hss been redueed S36 as the result of an error in calculating rents. 

X Natural gas introduced; power for radio now here instead of in leisure time. 

| Telephone costs reduced by introduction of two-party, limited-call line. 

A comparatively small volume of clothing is made in the homo in 
modern times. The Census figures aid one in visualizing the tremendous 
importance of marketing in supplying the modem demand for factory- 
made articles of clothing. The total value (f.o.b.) of all products made 
by establishments engaged primarily in the manufacture of women’s 
and children’s clothing amounted to $796,000,000 in 1933; almost 
$1,220,000,000 in 1931; and approximately $1,605,221,000 in 1929; * 
The more important items in this group were women’s, misses’, and ' ; 
juniors’ one-piece dresses, with a total value in excess of $376,000,090, : 
ahd separate coats with a value slightly less than $150,000,000. 'The,' 
value of khitting-miU products was approximately $498,300,000 in 199$ 




Total east 

> $1,926.48 

1$1, 816.36 

>$1,624.61 

$1,455.13 

Food, at heme 

663.18 

601.50 

502.03 

438.36 

Clothing and upkeep. . . 

298.20 

272.04 

225.87 

179.73 

Replacements 

283.14 

257.35 

212.57 

169 60 

Upkeep 

15.06 

14.69 

13.30 

10 13 

Shelter 

565.60 

30 553.68 

514.97 

471.26 

Homing 

360.00 

360.00 

336.00 

300 00 

Houae operation 

143 45 

133.35 

126.48 

124.32 


$1,495.57 $1,644.1 
462.64 496.7< 

215.59 226. & 


496.76 82 
226.56 15 


Light and fuel. 

Other 

Furnkhings 


Care of person 

Lefev*Uu» activities 

Carta 

life lmunxwe 


77.63t| 80.42 

55.72 46.06t| 

60.33 62.49 

389.14 381.74 

46.54 45.16 

134.60 128.58 


Ctareb and eharity*. 


*1ML 

* No prorMon for dependents outside the home; therefore no increase In oosta. 
f Natural gas sntroduoed; power for radio now Included here Instead of in leisure time. 

, | Te kpho oe cote reduced by Introduction of two-party. United-call line. 

The total value of all products made by establishments engaged 
« primarily in the manufacture of men's, youths’, and boys’ clothing at 
f,o.b. prices was in excess of $410,000,000 in 1933. The principal items 
were men’* and youths’ woolen and worsted suits, valued at $225,458,000; 
overcoats and topcoats, $54,365,843; separate trousers, $25,620,000; 
leatiNr garments, $13,000,000; and boys’ woolen and worsted suits, 
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$12,800,000, Men’s furnishing goods were valued at more than $54,000,-* 
000. More than 8,000,000 dozen neckties, valued at almost $30,250,000; 
almost 7,000,000 dozen suits of athletic underwear, valued at $16,360,- 
000; and 1,635,382 bathrobes and lounging garments, with a w holesale 
f.o.b. value in excess of $5,100^000 were produced in 1933. The total 
production of boots and shoes in 19331 not including rubber footwear, 
amounted to almost 350,000,000 pairs, (with a wholesale value of $547,- 
873,000. The number of pairs produced in 1931 was less than in 1933, 
but the value was greater. This indicates that people were buying 
lower priced shoes and were using more pairs. The value of the 1929 
production was almost $966,000,000. The average price of clothing rose 
about 25 per cent from 1933 to 1935, according to estimates which appear 
to be fairly accurate. 4 

It is interesting to note that the value of perfumes, cosmetics, and 
other toilet preparations was in excess of $108,000,000 in 1933; the value 
of dentifrices was in excess of $25,000,000. Patent and proprietary 
packaged medicines and compounds equaled more than $104,600,000. 
The aggregate value of the products of the drug industries, excepting 
drug grinding, was almost $400,000,000. 

Shelter . — This classification comprises expenditures for both the 
house and all the equipment and furnishings used in and about the 
home. The demand for housing and home furnishings is constant, yet 
the expenditures for these articles may vary widely from year to year. 
The ability and the desire of the consumer to buy new goods in this 
classification depend upon his standard of living and upon his purchasing 
power. Since houses are usually built with a considerable amount of 
borrowed money, the credit situation may be a determining factor in 
the demand for residences. Houses are built by individual home owners 
only at long intervals, perhaps not more than one or two during a lifetime. 
Many articles of furniture and musical instruments are not regarded as 
repeat merchandise. The seller has to depend largely upon the creation 
of new families, increased purchasing power, rising standards of living, 
and obsolescence and destruction for stability and growth in his volume 
of sale. The shift of the population from the farm to the city and 
restricted building during the war period created an abnormal demand, 
during the period 1920-1928, for new buildings mid home furnishings. 
During the depression period 1930-1935 the demand for houses was only 
a small fraction of the earlier period. A large delayed demand developed 
during this period. 

The importance of the demand for shelter is indicated by construction 
figures for residential purposes. Production figures for articles used 
fh.&e home also reflect the importance of this demand. The value d! 
household furniture, f.o.b. factory, produced in 1933, was in exdees, of 



482 MARI&TWG PRACTiC M 

$244,000,000; it was almost $3^|,000,000 in 1931. 1 The total production 
of domestic electrical refrigerators in 1933 was 956,366 units, with a 
value of almost $76,500,000, as against a production of 708,894 units, 
with a value of almost $90,500,000 in 1931. Many lower priced units 
were produced in 1933, 1934, And 193$. Laundry equipment, parts, 
and accessories produced in 1933 had a value of $42,882,000. Electric 
washing machines, in excess of 1,000,000 units, were produced in that 
year, having a value of $37,000j000. The number produced in 193.1 
was only 810,338, but their valu^ was in excess of $39,300,000. Ttnjs 
sales in units increased, while prices per unit declined. The value of the 
production of vacuum cleaners declined from $24,800,000 in 1931 ti 
$14,200,000 in 1933; sewing machines declined from 231,569, valued 
at $76,000,000, in 1931 to 128,000, valued at $4,330,000, in 1933. The 
value of pianos declined from $42,501,000 in 1929 to $8,590,260 in 1933, 
while the value of organs declined from $17,322,000 to $1,626,804. The 
demand for these goods evidently is quite inelastic. The volume of 
sales cannot be materially stimulated by price reductions. A decrease 
in purchasing power for large groups of people is immediately reflected 
in greatly reduced buying. This, of course, then leads to reduced pro- 
duction and to unemployment. 

G. H. Lang 2 said in 1935 that 

. . * there are 3,000,000 old and ramshackle homes in the United States hardly 
worth wrecking; 5,000,000 American families live in tenements and houses below 
the standard of decency. Modern housing should be provided. There are 
10,000,000 houses in the United States that have no electric lights; 9,000,000 have 
no bath rooms; and 14,000,000 have no electric refrigerators; 10,000,000 radio 
sets are obsolete. 

The Durable Industries Committee estimated that to keep the 
Country built up to standards set by our living requirements would 
require $2,000,000,000 a year for new housing and $1,000,000,000 
annually to keep houses modem. The “costs” of housing increased 
only about 4 per cent from 1933 to 1935. 

Automotive Product s. — The demand for automobiles and automotive 
equipment and supplies was one of the outstanding phenomena of the 
decade 1920-1930. The desire of the consumer for mechanical transpor- 
tation, the comforts and pleasures to be derived from the use of the 
modern automobile, the satisfaction that comes from owning and driving 

♦ 1 Retail sales of furniture in 1934 increased 34.6 per cent over those of 1933thu* 

reflecting the increased purchasing power of consumers. The largest gains were in 
the following departments: house furnishings, carpets and rugs, kitchen furniture, 
ESdms, «Ud beds and bedding. Quoted from Domestic Commerce , May 20, 1985. 

^ director, General Electric Company. Quoted from Amerwm 
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a beautiful car, and the effect of such ^vnership upon the consumer's 
social standing caused him to make greifl sacrifices to buy the ma^na. 
The partial-payment plan made it possible for thousands of people, who 
otherwise could not have financed the /purchase, to own a motor car* 
The want has been strong enough to muse people to curtail purchases 
of many other articles hitherto regardld as necessary and to pay large 
sums in the form of taxes for the purpose of constructing better highways. 
Large expenditures for gasoline! oil, arid tires are necessary to keep the 
automobile in operation. The quality of car bought depends to a 
considerable extent upon the purchasing power of the consumer, his 
standard of living, and personal ambition. 



Chart X. — New passenger-car registrations in the United States, monthly average— * 

1927-1933. 


The demand for automobiles on the part of the consumer is very 
persistent. Although the severe depression of 1930-1933 forced many 
people to drive their old cars longer than they intended and thus delayed 
their purchase of a new car, sales of new cars began to increase with 
the first increase in purchasing power. The automobile industry was ' 
given credit, in fact, for being a big factor in overcoming the depression. 
The demand for this product is quite seasonal. Chart X shows the 
monthly average for the seven-year period 1927-1933, inclusive, of new * 
passenger-car registrations. The peak of sales is usually attained hi 
April and May. Sales are at their lowest point in November, Decern^,:, 
*od January. Attempts are being made to even , out the demand by 
introducing new models during the year. The fundamental ream 
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for the seasonal variation is A a weather. People in the northern part 
of the United States, even though they have many miles of hard-surfaced 
roads, snow-removal service, closed cars, and heaters, prefer to buy a 
new car in the spring of the y^ar. It is possible, however, that a con- 
siderable volume of sales can by developed during September, October, 
and November which will aid in smoothing the sales curve. This in 
turn will permit more stable employment in the factories. There were 
in 1935, according to C. H. LangJ 1 7,000,000 automobiles seven years old 
or older in the United States; they were dangerous and obsolete ahd 
should have been replaced; in addition, there were 2,000,000 less cars jin 
operation than in 1930. An appreciable amount of this deficiency wls 
made up during 1935. \ 

The Oil Refining Industry . — The importance of the petroleum refining 
industry as a source of consumer manufactured goods is indicated by 
the number of firms, the number of employees, the size of the payroll, 
and the value of the output. There were 390 major firms in 1929 which 
employed 80,596 workers, and paid them almost $131,177,000 in wages. 
The same number of firms in 1933 employed 69,055 workers, and paid 
them $89,701,561. The value of the output of the establishments 
engaged primarily in petroleum refining in the United States was $1,378,- 
838,372 in 1933. The value was $2,639,665,000 in 1929. The more 
important items produced are gasoline, naphtha, benzene, fuel oil, 
illuminating oils, lubricating oils, and greases. 

The marketing of petroleum products, especially gasoline, was thrown 
into a chaotic condition during the depression of the thirties. The 
excess production of crude oil was reflected in excess refining capacity 
and the great increase in the number of filling stations. The expansion 
in the number of filling stations was due to a number of factors, one of 
which was the practice of refiners of loaning and leasing equipment to 
station operators on a basis which practically meant a gift. One refiner 
starts such a plan, and others follow. An increase in the margin allowed 
operators tends to encourage the establishment of new stations. A 
number of unemployed people during the early part of the depression 
attempted to earn a livelihood by establishing their own stations. 

The demand for gasoline is inelastic, within certain limits, but it is 
subject to seasonal variations. Large numbers of people continue to 
spend money for motor fuel even though their incomes have declined 
greatly, and an increase in price does not materially reduce purchases. 
They seem to prefer to go without many other commodities rather than 
abandon their cars. This situation makes gasoline an ideal commodity 
lor a sales tax. The federal government, the state governments, and 
, many counties and municipalities have taken advantage of the situation, 

nm. 
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and an taxing automobiles, gasoline, ana oil. The total tax bill of the 
24,913,403 American motorists for 1934 vaa 1,200,107,729, of which*tbe 
state gasoline taxes and federal excise takes amounted to 3817,178,729.* 

Motorists an required to pay too mu® for gasoline and oil, according 
to W. S. Farish,* but this is due Jo the high operating costs of the refining 
companies. Prices, however, must remain high if the refiners are to stay 
in business. The costs are high because of the overcapacity in mfining 
and the overproduction of crude oil. “There are three times too many 
filling stations, two pipe lines for every one needed, and refineries never 
run more than 60 per cent capacity.”* The large integrated companies 
which produce a complete line of gasoline and oils, in order to protect 
their markets, formerly executed exclusive contracts with retailers. 
This prevented many small manufacturers of lubricating oils and greases 
from securing suitable retail outlets. According to some estimates, by 
1933 approximately 65 per cent of the retail dealers were under exclusive 
contracts. In March, 1935, Oil Administrator Ickes issued an order 
prohibiting the enforcement of exclusive conditions in the retail sale of 
lubricants. Service stations were permitted to handle gasoline exclu- 
sively on existing contracts, but no new contracts could be written, 
and existing contracts could be canceled on thirty days’ notice. 4 

Farm Equipment and Supplies . — Since farm machinery and equip- 
ment are used for productive rather than for consumptive purposes, 
they apparently should be classed as industrial goods. The buying 
motives and habits of the farmer, however, are those of the consumer 
rather than those of the industrial buyer. 

The sale of power machinery to farmers was in large quantities during 
the period 1925-1930. A study of 1929 assessors’ reports of nearly 
170,000 Indiana farms showed that 87 per cent of the farmers had 
automobiles, 22 per cent had radios, 16 per cent had tractors, 14 per 
cent electricity, 13 per cent trucks, 12 per cent silos, 9 per cent furnaces, 
5 per oent bath facilities, and 4 per cent electric plants. 5 If these figures 
are at all representative, the farm market absorbs a large number of 
automobiles and quite a few radios and tractors, but a great scarcity 
of electric plants, furnaces, silos, and trucks apparently exists. The 
American farmer has begun to think in terms of modem business effi- 
ciency. As he moves more rapidly toward this goal, the demand for 
power machinery and other farm equipment will increase. 

The value at the factory of agricultural machinery produced in 1933 
was approximately 316,000,000; the value of the 1931 production Was 

* Automobile Facts and Figures, 1935 edition. 

1 Chai r m a n of the Board of Director* of the Standard Oil Company of New Jersey. 

*Jbid. Quoted from the New York Journal of Commerce, Nov. 15, 1934. 

'Butimes Week, March 18. 1986. 

'Indian* Butins** ferine, Vol. IV, No. 12, p. 4. 
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approximately $50,000,000. %e drastic decline reflects the low purchas- 
ing power of the farmers at tint time. The farmer typically bays his 
machinery, trucks, silos, and ither articles requiring a comparatively 
large outlay of money, on credit. When credit is not available, he 
cannot buy. Since these goodstare durable, purchase for replacement 
may be delayed for from one t| several seasons by making necessary 
repairs. The demand is inelastic. The increased income received by 
the farmers during 1934 and 1935 was promptly reflected in increased 
purchases of machine and other supplies. 

Factors That Control the Individual Consumer’s Choice . — While it\is 
clearly evident that consumers are in constant need of food, clothing, 
shelter, house furnishings, and automotive equipment, it is commop 
knowledge that the purchase of th$ particular quality, style, brandy 
and quantity of any particular class of merchandise is conditioned by^ 
such factors as the size of the family, the occupation of the supporting 
members of the household, its geographical location, its income and 
standard of living, the season of the year, and the sales-promotion activi- 
ties of the various manufacturers and merchants. Competition among 
the producers is keen, merchandise is identified by trade-marks, and 
large sums of money are spent in an attempt to develop consumer 
recognition and acceptance of individual producers' merchandise. 

Supply Factors . — Consumer goods are both perishable and non- 
perishable; there is a constant attempt to give them a higher degree 
of non-perishability through processing. While a large quantity is 
produced under small-scale conditions, the greater amount is produced 
under large-scale methods. The meat packing, steel, automobile, and 
tire industries, the large farm implement plants, the high degree of 
specialization found in shoe factories, and the large capital investment 
in the sugar refinery business, all exemplify large-scale methods. The 
merger movement, since 1925, has been prominent among industries 
producing consumer goods. The dairy industry and general food 
products companies furnish excellent examples of this practice. There 
is a stron g tendency for producers of consumer goods to locate near their 
markets unless the problem of securing raw materials dictates otherwise. 

■' Methods of Marketings Consumer goods typically reach the purchaser 
through a retail store which may be supplied directly from the factory 
v >or through a wholesaler, branch house, or public warehouse. The 
small- scale demand necessitates convenience and accessibility in the 
’ Ideation of the storehouse, a variety of grades, styles, rises, designs, 
prices, and other qualities. A number of services, such as credit, delivery, 

, demonstration, repair, adjustment, fitting, and many others which the 
manufacturer cannot economically give, are expected by the consumer. 
The baying habits and patronage motives mentioned previously play 
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an important part in determining the Mndpnd quality of store in which 
any particular article of merchandise shpuld be sold. Many of the 
distinctions commonly made among stof~~ that were valid in 1925, 
were obsolete by 1934. Cigar, drug, g ery, shoe, and many other 
stores have ceased to be what the name! ought imply, and have greatly 
widened the lines of merchandise 4 carried! 

A number of manufacturers sell through their own retail stores; 
others, for example the large meat packers and farm implement com- 
panies, use the branch-house system to distribute to the independent 
retailer. 

Goods of a complicated mechanical nature, that are likely to need 
frequent repairs and services, have to be sold and serviced under the close 
supervision of the producer if satisfactory results are to be secured. The 
independent middleman is not always satisfactory when it comes to 
rendering efficient and reliable service after the goods have been sold. 
Some automobile companies apparently are finding it advisable to 
establish factory branches which keep in close touch with the independent 
dealer. A comparatively large number of producers sell directly to 
large-scale retailers and indirectly to small-scale retailers. This plan 
is dictated by the relative costs of selling to each group through the ; 
various classes of middlemen. 

The manufacturer usually finds it advantageous to sell through the 
wholesaler when: (1) he wants to secure universal distribution for his 
product; (2) he wishes to sell to a large number of small retailers scattered 
over a wide territory; or (3) when he produces only one line or a restricted 
line of merchandise, of which the typical retailer buys only a few dollars 1 
worth at a time. Some producers, such as cheese and canning factories, 
use the broker to find a market for their goods; other firms use selling 
houses. : 

Methods Used in Selected Industries. — Chart XI indicates the gen- * 
eral paths followed by manufactured goods going from the producer to 
the user. The user or consumer may be, as we learned previously, an 
organisation, an institution, or the ultimate consumer. What particular ’ 
route the goods will follow in going to either kind of buyer will depend 
on the policy of the selling firm, and the buying practice of the purchaser. 
These are influenced by the characteristics of the product, the methods 
of production, the marketing organization available, economic, political;' • 
and social forces and conditions. 

The methods used in marketing some selected products are given lor,. < 
illustrative purposes. This information is based on reports from the 
1930 Census. - 

The manufacturers of wallpaper disposed of 67 per cent of their ; ; 
output through the wholesaler and 32.8 per cent directly to the retailer, 
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while onlyO-,2 par bait Was Id directly to the householder. Of the 
output of wool carpets and 61.2 per cent was sold through whole- 
salers, and 37 par cent dire< to retailers. The producers of men's 
straw hats sold 55.5 per cent their production to retailers, 34 per cent 
through wholesalers, and 10.1 per cent to manufacturers’ wholesale 
branches. Of suspenders, g( , and like goods 52.9 per cent was sold 
through the wholesaler, and 42.( per cent direct to retailers. 

Manufacturers of optical goods sold 66.3 per cent of their output to 
their own sales branches and to wholesalers, while 22 per cent was sold 
directly to industrial and other large consumers; 10.9 per cent was sold 
to retailers. Manufacturers of fountain pens, stylographic pens, aud 
pen points sold 75.3 per cent of their products directly through their 
own stores and to independent retailers, and 21.5 per cent through 

PRODUCER MIDDLEMEN USES 


V Chast XI. — The marketing of manufactured products. This illustrates in a simplified 

manner the typical channels of distribution followed by consumer and industrial goods 
in their journey from the manufacturers to the ultimate users. 

Wholesale channels. Forty-nine and one half per cent of the silverware 
^output was sold directly to retailers by the manufacturers, 36.8 per cent 
was disposed of to the manufacturers’ own wholesale branches, and 11.7 
per emit went to independent wholesalers. 

Manufacturers of com syrup, sugar, oil, and starch sold 54.8 percent 
*^af their output through wholesale establishments of all kinds, and 
- 45.2 per cent was sold directly to industrial and other large consumers 
who bought at wholesale. The producers utilized the services of manu- 
facturers’ agents, selling agents, brokers, and commission houses to 
negotiate 11.4 per cent of the total volume of sales. The sale of chewing 
gum to the extent of 86.1 per cent of the total output was made through 
1 wholesalers, while 13.7 per cent was made direct to retailers. Chocolate 
a&4 cocoa products, likewise, were sold principally through wholesalers, 
88.3 per cent of the volume bring disposed of by tins method; 16.4 per 
.Criri\WBS sold to retailers, 9.1 per cent through manufacturers' own 
wholesale branches, and 5.2 per cent to industries. 
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v The mamifacturers of flour and cereal products, with sales of $1,215,- 
492,000 in 1929, sold 47.3 per cent throum wholesalers, 20.4 per cent to 
industrial users, 12.7 per cent to non-jhain retailers, 11.8 per cent 
to chain-store warehouses, 6.6 per centJ through their own wholesale 
branches, and 1.2 per cent through they own retail branches. Of the 
above amount $209,939,000 wag? sold through agents and brokers, and 
$90,250,000 was exported. 

Manufacturers of baking powder, yeast, and other leavening com- 
pounds sold 39.9 per cent of their goods to wholesalers, 48.4 per cent to 
manufacturers sales branches, 9.9 per cent direct to retailers, and 1«8 
per cent direct to industrial and other large consumers who bought at 
wholesale. Manufacturers of biscuits and crackers, on the other hand, 
sold principally through their own wholesale branches; 53.9 per cent was 
distributed by this method, 34.4 pfer cent was sold direct to retailers, 

8 per cent to wholesalers, and 3.1 per cent to manufacturers* own retail 
branches. 

The wholesaler received directly from the manufacturer 63.2 per cent 
of the flavoring extracts and flavoring syrups produced. The remainder 
of the output was disposed of as follows: 13.8 per cent directly to retailers, 

9.9 per cent to industrial consumers, 7.6 per cent to manufacturers* $ 
own retail outlets, and 1.7 per cent to household consumers. The 
manufacturer utilized the services of manufacturers* agents, selling 
agents, and commission houses in disposing of 16.1 per cent of the total 
volume of sales. 

Match manufacturers made 72.7 per cent of their sales through their 
own wholesale branches, 22.5 per cent to independent wholesalers, and 
5.2 per cent to retailers. 

Only 16.1 per cent of sewing machines, parts, and cases was sold 
through wholesalers, while 65.9 per cent was sold through manufacturers* 
retail outlets, and 18 per cent direct to industrial users who bought at $ 
wholesale prices; 2.8 per cent was sold through manufacturers* agents, 
selling agents, brokers, and commission houses. Manufacturers of 
typewriters and parts sold chiefly through their own retail sales branches, *f 
67.6 per cent of the sales reaching the ultimate user by this method; 
20.8 per cent was sold to wholesalers and through manufacturers* whole- 
sale branches; only 11.3 per cent was marketed through independent 
retailers. Producers of mechanical refrigerators sold 96.7 per cent of > 
their output to wholesalers and manufacturers* sales branches; only 
1*2 per cent was sold directly to retailers. 

The manufacturers of motorcycles and bicycles distributed, during 
1929, 48.9 per cent of their sales through independent retail concerns, 
37.4 per cent through wholesale firms, and 13.7 per cent directly to 
industries and large consumers who bought at wholesale prices. Fouiv 
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Uben per <Sf the above j was disposed oT through manufacturers' 
agents, selling agents, broke and commission bouses Manufacturers 
of ammunition and related jroducte sold 81,8 per omit of their goods 
through independent whole ire, and 15.8 per cent direct to industrial 
and other large consumers. ^Manufacturers of sporting and athletic 
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Chart XII. — Tire outlets in the United States, 1934. 1 

goods sold 70.3 per cent of their products to wholesalers and to their 
' <nm wholesale branches, 21.5 per cent to retailers, and 7 per cent to 
industrial and other large consumers. 

Chart XII indicates the methods of marketing tires in the United 
States in 1934. The manufacturers of cars and trucks buy their tires for 
original equipment directly from the tire manufacturers. This is * 

• ’ *J3our, R G„ “Tire Distribution and Retail Outlets in the '-M' im” 
Bureau of Foreign and Domestic Commerces Publiabedin DcmttHe Cowuaswa, * >eft 

Him 
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large-scale demand which fluctuates itly with the demand for new 
automobiles and trucks. The firms txi rent cars to others, and frus, 
truck, and taxicab companies, as well \ governmental agencies, a fro 
buy their tires directly from the manuf Iturers. 

The ultimate consumer who owns aus own automobile and many 
small-scale owners of passenger* cars, trucks, and busses buy indirectly, 
t.e., from the various kinds of retailers. The chart indicates in a simple 
manner the marketing structure built up to satisfy this small-scale but 
large-volume demand. The consumer may buy his tires from one of 
the 900 retail stores owned by the mail-order houses, or from one of the 

40.000 filling stations owned by the oil companies, or from one of the 

20.000 jobber sub-dealers, or from the jobbers themselves; or from one of 
the 84,000 dealers or one of the 35,000 sub-dealers; or from one of the 
1,350 tire company stores; or, finalfy, from one of the 375 retail stores of 
the automobile supply chains. 

According to the estimates of Colonel Ayres, the individual consumer 
buys 43.3 per cent of all manufactured goods, and the business firms buy 
56.7 per cent; the individual consumer, however, buys only 28.6 per cent 
of all durable manufactured goods, while the business firms buy 71.4 per 
cent of such goods. The individual consumer, on the other hand, 
buys 73.6 per cent of the non-durable manufactured goods, and the 
business firms buy 26.4 per cent of this class of goods. These estimates 
are based on the 1929 Census figures. The proportion of manufactured 
goods bought by the individual consumer was, no doubt, greater during 
the depression period than those indicated above. Colonel Ayers 
uses the figures to support his thesis that the decline in the purchase of 
durable goods by business enterprises was chiefly responsible for causing 
depression unemployment. He contends further that the changes in 
the volume of buying by business are actuated by changes in the prospect 
for profits. Individual consumers change the volume of their purchases 
when their incomes have been increased or decreased by the increased 
or decreased payments made by business in the form of wages and other 
forms of cash distribution. 

The Cost of Marketing Manufactured Goods . — Generally speaking, 
the costs of marketing consumer goods are greater than those for indus- 
trial goods. A casual inspection of Tables 73 and 74 discloses this fact. 
There is a considerable variation in marketing costs among the different 
products in each group. Thus the selling costs for machinery and 
machine tools, as reported by thirty-five firms, was 25.83 per cent of net % 
sales in 1931, while the costs of marketing textiles to industrial users 
was only 9.15 per cent for the eleven firms reporting. The selling costs for 
building materials and supplies was 23.68 per cent. The sales depart^ 
meat costs for each group in the industrial goods field accounted for 
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approximately SO per cent orvmore of the total marketing costs. The 
eleqtrioal equipment and supp|es group spent the largest percentage for 
advertising. Transportation dpsts were substantial for the chemical 
and allied products and the paper and paper products groups. “All 
other coste” were large for theNfbuilding materials, iron and steel, non- 
ferrous metals, and the stone, clay, arid glass products groups. The 
footnote-references in the tables indicate the items included in this 
classification. 

Table 73. — Costs or Marketing Industrial Goods 
A ctual, 1931 1 


Industry 



Per cent of net sales 


\ 

-4 . 

Number of firms 
reporting 

9 ^ 

1 

11 

m 

i 

Advertising and 
sales promotion* 

Transportation 

costs 4 

Warehousing and 
storage* 

Credits and col- 
lections* 

a* 

i 

1 

9 

Building materials and supplies 

17 

23.68 


2.95 


mi 

1.00 

5.59 

Chemicals and allied products 

6 

19.87 


1.22 

3.33 

BBS 

1.25 

2.86 

Electrical equipment and supplies. 

14 

19.77 


3.04 

1.81 

EK if 

0.68 

2.13 

Inn and steel and their products 

20 

18.95 

8.97 

1.89 

1.30 


0.69 

5.49 

Machinery and machine tools 

35 

25.83 

14.61 

4.38 

1.03 

0.78 

1.23 

8.80 

Nonferrous metals 

6 

18.48 

10.20 

1.07 

1.94 

0.46 

0.80 

4.01 

Paper and paper products 

20 

20.41 

9.42 

2.52 

2.54 

1.08 

lEEI 

4.05 

Stone, day, and glass products 

12 

21.74 

10.04 

3.05 

1.38 

1.34 

0.81 

5.12 

Twctiles 

11 

9.15 

5.10 

1.26 

0.60 

0.15 

0.64 

1.40 

Transportation equipment 

10 

15.50 

8.76 

1.67 

1.36 

0.74 

0.65 

2.32 


1 Adapted from "An Analysis of the Distribution Costs of 312 Manufacturers”; Association of 
National Advertisers, Inc., 1933. 

* Includes salesmen's salaries, bonuses, and commissions; traveling expenses; sales office expenses; 
and all others. 

1 Includes expenditures in advertising media; salaries and offioe expenses; samples, including oust of 
distributing. 

* Indudes all transportation costs. 

* Includes all warehousing and storage costs. 

4 Includes ex p e n s es of maintaining collection department, legal fees, credit service; looses from bad 
debts. 

1 Includes financial expenses, and cash discounts on sales; general administrative expenses, prorated 
to sailing and distribution; and all other distribution costs. 

Total selling costs for paints and varnishes were the highest reported 
for the consumer goods group, viz., 38.61 per cent of net sales. The 
lowest cost reported was 16.64 per cent for radio equipment and supplies. 
, A larger percentage of total marketing costs goes for advertising in 
marketing consumer goods than is the case for industrial goods. Hie 
drug and toilet articles manufacturers spend 18.36 per cent of net sales 
for advertising and only 11.31 per cent for the Bales department; “all 
other costs” account for 4.66 per cent of net sales. Hbe manufacturers 
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of tobacco products, paints and varnishes, and heating equipment spend 
from 7.52 to 8.23 per cent of net sales fpr advertising. Transportation 
costs are high for agricultural equipment and supplies, confections and 
bottled beverages, and grocery products. Warehousing costs are 
important for petroleum products, an<? furniture; credit and collection 
costs are relatively high for 'jewelry and silverware manufacturers. 
“All other costs” are also high for this group, as well as for several other 
manufacturers listed in the table. 

Table 74. — Costs of Marketing Consumer Goods 

Actual, 1931» 

Per cent of net sales 


Industry 




| .2 
!i 

■g 

9 




S’ 



| £ 

t. 


J § 



3 g 

fc * 



ll 

!• 


1! 

9 

Agricultural equipment and supplies 

7 

18.39 

8.24 

1.58 

4.32 

0.42 

1.29 

2.54 

Automotive 

10 

24.68 

12.85 

3.99 

2.37 

0.58 

1.60 

3.29 

Clothing 

12 

22.63 

11.15 

3.67 

0.54 

0.54 

1.45 

6.28 

Confections and bottled beverages . . 

7 

31.56 

11.47 

6.68 

5.13 

1.63 

1.63 

#.01 

Drugs and toilet articles 

14 

38.80 

11.31 

18.36 

2.54 

1.14 

0.80 

4.66 

Furniture 

4 

33.08 

14.83 

6.11 

1.06 

3.99 

2.62 

4.57 

Grocery products 

9 

27.11 

11.08 

6.21 

5.19 

0.87 

0.63 

3.18 

Hardware 

9 

18.94 

9.07 

2.16 

1.16 

0.74 

0.84 

4.97 

Heating equipment 

8 

32.93 

15.78 

7.90 

1.69 

1.42 

0.88 

5.26 

Home furnishings 

14 

21.69 

12.35 

2.94 

0.90 

1.05 

1.21 

3.24 

Household appliances 

10 

20.45 

12.75 

6.83 

0.87 

0.50 

0.63 

4.87 

Jewelry and silverware 

ft 

28.66 

11.54 

6.29 

0.31 

0.46 

3.61 

6.55 

Office equipment and supplies 

9 

32.15 

21.26 

3.23 

1.46 

1.55 

1.33 

3.32 

Paints and varnishes 

9 

38.61 

17.11 

7.52 

3.20 

2.26 

2.69 

5.83 

Petroleum produots 

4 

31.04 

10.89 

5.98 

3.50 

4.29 

0.86 

5.52 

Badio equipment and supplies 

6 

16.54 

5.38 

5.33 

0.57 

0.78 

1.17 

8.31 

Shoes 

7 

21.19 

8.72 

3.67 

1.33 

0.85 

1.83 

4.79 

Sporting goods 

8 

18.21 

8.37 

3.64 

0.61 

1.35 

0.92 

8.32 

Tobacco products 

4 

18.27 

3.23 

8.23 

0.70 

0.34 

0.72 

6,05 


l lbuL 

* Includes salesmen's salaries, bonuses, and commissions; traveling expenses; sales office expenses; 
and all others. 

1 Includes expenditures in advertising media; salaries and office expenses; samples, including east of 
distributing. 

* Includes all transportation costs. 

1 Includes aU warehousing and storage costs. 

* Includes expenses of maintaining collection department, legal fees, credit eervice; losses from bad 
debts, 

1 Includes financial expenses, and cash discounts on sales; general administrative expenses, prorated 
to selling and distribution; and all other distribution costs. 

References 

Beckman, T. N., “ Channel* of Distribution for Manufactured Goods, by Industries,” 

1282. 



MARKETING PRACTICE 


444 

B i e n ni a l Census of Manufactures, 1929, 1931, 1933, and later. 

Brbyeb, R. F., Commodity Marketing, Chapa. VI and VII, " Marketing Refined 
Petroleum"; IX, "Marketing Jpg Iron"; X, "Marketing Rolled Steel"; XI, 
"Marketing Portland Cement"! XII and XIII, "Marketing Meats"; XIV and 
XV, "Marketing Cotton Textiles"; XVI, "Marketing Tobacco Products"; 
XVII and XVIII, "Marketing* Farm Equipment"; XIX, "The Industrial 
Market"; XX, "Marketing Industrial Machinery"; XXI and XXII, "Market- 
ing Passenger Automobiles." 

Comish, N. H., Marketing of Manvfactured Goods . 

Copeland and Learned, "Merchandising of Cotton Textiles, Methods and Organhsa- 
, tion," Harvard Bureau of Business Research , No. 1, 1933. 1 

"Distribution of Dry Goods in Gulf Southwest," Department of Commerce, Series 43. 
Elder, R. F., Fundamentals of Industrial Marketing , 1935. \ 

Frederick, J. H., Industrial Marketing, \ 

"Gasoline Distribution in the Twin Cities," University of Minnesota Studies 
Economies and Business, No. 6, 1933. \ \ 

Glover and Cornell, The Development of American Industries, Chaps. Ill, "The 
Meat Packing Industry; VI, "Pulp and Paper Industry”; VII, "The Book- 
Publishing Industry"; IX, X, "The Textile Industry"; XIII, "The Leather 
Industry"; XV, "The Petroleum Industry"; XXII, "The Plate Glass Industry"; 
XXIII, "The Cement Industry"; XXIV, "The Chemical Industry"; XXV, 
"The Paint, Varnish, and Lacquer Industry"; XXVI, "The Machine Tool 
Industry"; XXXI, "The Automobile Industry"; XXXVI, "The Radio 
Industry." 

Lester, Bernard, Marketing Industrial Equipment . 

Lewis, H. T., Industrial Purchasing, 

"Methods of Marketing Nebraska Manufactured Products," Nebraska Studies in 
Business, No. 31. 

Palmer, J. J. W., The American Steel Industry , Bureau of Foreign and Domestic 
Commerce. 

Rhoades, E. L., Introductory Readings in Marketing , Chaps. XXXV, "Paper”; 
XXXVI, "Textiles"; XXXVII, "Silk"; XL, "Rugs and Carpets"; XLI, 
"Furniture”; XLII, "Hardware"; XLIII, "Drugs"; XLVII, "Grocery Trade"; 
XLVIII, "Canned Goods"; LH, "Flour”; LVIII, "Men’s Clothing"; LIX, 
"Hosiery"; LX, "Shoes"; LXI, "Automobiles"; LXIII, "Farm' Machinery”; 
LXIV, "Industrial Equipment." 


Questions for Discussion 

l. Compare and contrast the general problems met in marketing manufactured 
products and (a) agricultural products; (6) natural products. 

% What is the distinction between industrial manufactured goods and consumer 
manufactured goods? How is the demand for each affected by the degree of 
durability? 

3. "The demand for semi-manufactured goods is somewhat like the demand 
for raw materials, yet in some important phases it is distinctly different," What are 
the differences? How do you account for them? 

4. "As in the agricultural market, so in the manufacturers’ market, there are 
middlemen who perform all of these functions, and there are agencies highly specialised 
in the performance of one function or of a part of one." Give examples of each kind 
of middleman. 
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5. What is the effect of l&rge-eeale production upon the marketing problem con- 
nected with manufactured products? * 

6. “The essential undertaking in the marketing of equipment and supplies is the 
providing of equipment to meet some detailed Jand specific need/’ How does this 
condition influence the marketing practice? I/ow do the problems of the producer 
who manufactures to order differ froxq those of the one who manufactures a standard 
line of products? 

* 7. “Partly finished goods often pass directly from one manufacturer to another, 
although brokers or wholesalers may intervene.” How do you account for the 
different practices? 

8. “The importance of the machinery dealer may be emphasized as reflecting 
the need of representatives carrying stocks and furnishing immediate delivery service 
to the customer.” Is this an important function? What other services does this 
functionary perform? How do these services differ from those performed by the 
manufacturer’s agent? 

9. 44 Manufacturers who sell through jobbers, mill supply houses, and agents 
have long been dissatisfied with results.” Why? “The jobber holds a strong posi- 
tion in the plumbing, steam, and electrical construction supplies field, handling as 
much as 95 per cent of the business but only 10 to 15 per cent of finished steel.” 
How do you account for this situation? What is the chief objection to the use of 
the manufacturer’s agent? 

10. Consult ten representative advertisements in some industrial magazine, and 
determine the leading appeals used. What do you think is the major purpose of each 
advertisement? 

11. 44 Very commonly, merchandise, such as staple groceries, dry goods, and 
hardware, passes through the hands of a broker, selling agent, or buying agent, before 
it reaches the wholesaler.” Why these particular agencies? 

12. 4 4 The large meat packers and farm implement manufacturers commonly have 
their own branch houses and sell to the retailers through these branches. Why, 
rather than follow the orthodox route? 

13. 44 There is nothing in the marketing of manufactured products to compare with 
the growers’ local market.” Of what significance is this condition? 

14. How do you account for the use of so many different channels of distribution 
in the marketing of tires? What has been the effect on the price structure? 

15. Why are the costs of marketing consumer manufactured goods generally 
higher than the cost of marketing industrial manufactured goods? 

Assignment 

Using the outline given in Chap. IX as a guide, prepare a report of approximately 
2,500 words on the marketing of some manufactured product such as one of the follow- 
ing: beef, pork, ice cream, shoes, hats, men’s suits, women’s ready-to-wear, fur coats, 
millinery, manufactured tobacco products, automobiles, tires, batteries, furniture, 
radios, silverware, kitchenware, rugs, books, selected grocery, drug, hardware, or 
dry-goods items, bread, electrical washing machines, irons, vacuum cleaners, tractors, 
binders, cultivators, cream separators, milking machines, paper, flour, road buildiBg 
machinery, office furniture, office machinery, industrial equipment, steel, cement 
excavating machinery, milling machinery, machine tools. 

1. Problem 4 , p. 276. Neyer Tool Company. . . 

2. Problem 1, p. 253. National Rock Drill Company— Characteristics of the 

Industrial Market. . s 

3. Problem 2, p, 282. Richwell Supply Company-Selected Distribution. 
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4 Problem 1, p. 287. Cathron Company— Manufacturere’ Agents. 

. 8. Problem 1, p. 295. Tuxbury Chain Company— Direct Sale. 

6. Problem 1, p. 804 United thoe Machinery Corporation— Lease System 

7. Problem 1, p. 179. Indian Motorcycle Company. 

8. Problem 1, p. 206. Raeburr^Electric Company. 

9. Problem 2, p. 208. International Papqr Company. 

10. Problem 2, p. 222. Kishequa Plow Company. 

11. Problem 1, p. 266. Strength Union Company. 



CHAPTER XIV 

» 

THE MARKETING OF SERVICES 

Purpose o! this chapter: To indicate the economic significance of services; to 
classify the different forms of services on the basis of source or origin, and to 
determine their distinguishing features; and to analyze the major problems 
encountered in marketing the different kinds of services. 

No reliable figures are available showing the value of all services 
consumed annually in the United StAtes. According to the 1930 Census, 
about 25.1 per cent of the gainfully employed male population was 
engaged in agriculture; 24.1 per cent in manufacturing; 13.4 per cent in 
the wholesale and retail trades; 9.4 per cent in transportation; 8 per cent 
in the building and allied trades; 3.3 per cent in mining, forestry, and 
fishing; and 16.7 per cent in miscellaneous activities. There were, in 
1929, almost 50,000,000 gainfully employed people in the country; 
each of these people was producing and selling his personal services in 
some form to some other person or organization. There were, in addi- 
tion, other millions of people producing services for which they received 
no compensation in the form of wages or salaries. They did, however, 
receive compensation in the form of food, clothing, shelter, and home and 
family relationships. According to some estimates, one half of the 
gainfully employed are engaged in producing tangible goods, while 
the other half are engaged in producing: (1) professional and personal 
services, and (2) services more or less related to the production, market- 
ing, and use of tangible goods. There is a large variety of services, 
non-personal in character, consumed by individuals, institutions, and 
business and non-business organizations. The following classification 
of services gives a fairly good idea of the variety and pervasiveness of 
this non-durable and highly perishable economic good. 

A Classification of Services 

1. Human: 

o. Labor: skilled and unskilled; factory, domestic, office, miscellaneous. 

&. Personal, such as those secured in barber shops, beauty parlors, hand 
laundries, shoe-shine parlors, and those given by photographers and 
funeral directors. 

a Professional, entrepreneural, and administrative, as given by physicians, 
dentists, lawyers, clergymen, teachers, writers, musicians, actors and other 
entertainers, engineers, journalists, nurses, accountants, broken, aMI- 
tects, reseawh men, business managers, and others. 
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A Miscellaneous, such as furnished by salesmen, appraiser, auctioneers, press 
, agents, etc, 

2. Mechanical, chemical, and electrical: 

а. Transportation, as furnished by railroads, steamships, airships, busses. 

trucks, pipe lines, high-tension lines, etc. 

б. Communication, as furnished by telephone and telegraph companies, and 

broadcasting firms. * 

c. Printing, services of preparing books, booklets, pamphlets, papers, maga- 
zines, folders, catalogues, etc. 

d * Cleaning, as furnished by laundries, dry cleaners, renovators, etc. 
e. Repair services. 

3. Financial: 

a. Credit as sold by banks; commercial and investment houses; loan 

panies; individuals; underwriting syndicates; investment trusts, etc. 

6. insurance, for example, property, marine, liability, life, accident, health, 
use and occupancy insurance. ^ 

4. Institutional: 

o. Educational services furnished by kindergartens; graded, high, and voca- 
tional schools; colleges and universities, and other educational institutions. 

b. News distributed by newspapers, magazines, etc. 

c. Health and recreational, such as furnished by hospitals, sanitariums, parks, 

social centers, theaters, musical organizations, broadcasting companies, 
motion-picture firms, athletics, and sports. 

d. Social and moral agencies, clubs, fraternal societies, religious organizations. 

e. Charity: various organizations for helping the poor and needy. 

5. Land, housing, and storage, as exemplified in the rental of: 
a. Farms, houses, flats, and apartments. 

5. Hotel rooms and suites. 

c. Office, store, factory, and warehouse space. 

6. Services sold with merchandise. 

There is a certain amount of services sold more or less incidentally with 
merchandise. Some buyers erroneously believe these services are free; their 
cost, however, is usually included in the price paid for the material goods 
bought. Some of the commonly known services are delivery services furnished 
by retailers, the granting of credit, repair service, alterations, installations, 
demonstration, and teaching the buyer how to use or operate the machine or 
article purchased. 

7. Government services. 

Federal, state, and municipal governments perform many services which 
tend to “promote our peace, security, comfort, health, and well-being.” The 
services performed by the post-office department, departments of commerce, 
agriculture, war, navy, and interior, and the public school system, for instance, 
are fairly well known. Since 1933 the services rendered by the federal govern- 
ment, especially, have been greatly extended. 

This list of services is not intended to be all-inclusive; rather, it is 
given to illustrate the pervasive character and the extensive variations 
TOthin this group. A casual observation of this list suggests many 
differences in the character of the diverse services, variations in the 
n**ute of the demand, and, as a result, necessary differences in the 
marketing procedure. 




THE MARKETING W SERVICES 449 

lift 1938 Census erf Service Establishments. — The first Census of 
Service Establishments, Places of Amusement, and Hotels in the United 
States reported a volume of business amounting to 32,760,881,000 in 
1933. 1 There were more than 500,000 establishments which employed 
in excess of 657,000 workers an<J paid them $702,000,000. This census 
was quite limited and did not include many important producers and 
sellers of services. Certain forms of personal, business, and miscel- 
laneous service establishments, some of the more important forms of 
amusement establishments, including theaters, and hotels were surveyed. 
Another classification, “all others,” included sixty-seven classifications, 
some of which are athletic fields, bathing beaches, airports, race tracks, 
riding academies, laundry agencies, broadcasting stations, freight 
forwarders, bicycle repair shops, musical instrument repair shops, and 
a number of other repair shops. The reported volume of business for 
this group, which is admittedly not complete, was in excess of $21,000,000. 

The census did not include many dispensers of services whose volume 
of business, no doubt, far exceeded that reported. Thus such service 
establishments as transportation companies, power laundries, public 
utilities, boarding houses, educational institutions, financial institutions, 
insurance companies, and real estate agencies were not included. The 
census did not include the services performed by doctors, lawyers, 
dentists, and other professional groups; nor were the services of whole- 
sale and retail employees included. 2 

Chart XIII, prepared by Domestic Commerce from census figures, 
indicates the relative importance of the various kinds of services — of those 
included in the census survey. The geographical location of these 
service establishments bears a close relationship to urban population 
and the amount of the per capita income. More than 50 per cent of 
the total business of service establishments of the country is concentrated 
in the five states of New York, Illinois, California, Pennsylvania, and 
Ohio. These same states account for less than 43 per cent of the total 
retail business of the country. If we include five other states — Massa- 
chusetts, New Jersey, Michigan, Texas, and Missouri — we have the 

1 The American people spend approximately $5,000,000,000 in a normal year in 
holiday and vacation travel; about $1,500,000,000 of this amount is spent in retail 
stores catering to tourists. The cost of recreation equaled about $7,300,000,- 

000 in 1933. 

* The remuneration of people engaged in retailing plus interest and profits 
amounted to $13,750,000,000 in 1929; the corresponding costs for wholesaling were 
almost $7 ,000,000,000, and the marketing costs of manufacturers equaled $3,640,000,* 
The total number of people employed in marketing activities by retailers, 
wholesalers, and manufacturers in 1929 was estimated at 8,100,000, and the number 
employed in fixrnisfalng tr ans p or tation and comm unication services at 4,400,000* 
Galbraith and Black, Quarterly Journal of Economics, pp. 394#., May, 1935. 
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ten states that account for more than two-thirds of the total volume of 
services reported, yet these states contain only about one-half the 
population of the country. These same states account for 70.6 per cent 
of the receipts of service establishments, 69.1 per cent of the amusement 
receipts, and 63.9 per cent of the tqtal receipts. Expenditures for 
services ranged from an average of $2.81 per capita in Mississippi to a 
maximum of $33.89 per capita in the state of New York. The average 
per capita expenditure for the country was $14.05. Only nine states 
and the District of Columbia had per capita averages in excess of[ the 
average for the nation. 1 


(Expressed in thousands of dollars) 



Chart XIII. — Receipts of service establishments, places of amusement, and hotels 
lor the United States, 1033. {Prepared by Domestic Commerce from final figures published 
bp the Census Bureau on the Census of American Business, 1933.) 

General Characteristics of Services. — The practices followed in 
marketing a number of services are highly specialized. The problems 
encountered in selling or buying services derived from such tangible 
goods as apartment buildings and farms, for instance, are quite different 
from those met in marketing such services as are sold by insurance 
companies and bond houses. Despite all these individual differences 
in the products, the demand, and the marketing procedure, the general 
principles of marketing tangible products apply to a remarkable degree. 
It should be kept in mind that one of the primary motives for buying 
tangible goods is to secure the services which possession and ownership 
df the object affords. A person may buy or rent a house, automobile, 

* Domestic Commerce, Dec. 30, 1834. Quoting from a report by W. A, Buff, who 
m In charge of the survey. 
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and many other tangible goods, and an industrial or commercial fem 
may buy or lease certain machines for production purposes. 'Jibe 
utilitarian services secured in either case are little different. Those who 
rent or lease, however, do not enjoy the satisfaction that arises from 
“pride of ownership”; and much of the control over the use of the article 
that goes with the title is absent! 

One of the outstanding characteristics of services as a marketable 
commodity is the high degree of perishability. The time element is 
all-important. Services or potential services not utilized daily are 
economic losses. A building unoccupied, credit not utilized, the idle 
laborer, the professional man without a case, and the ship or warehouse 
loaded to only half its capacity are illustrations that suggest the perisha- 
ble nature of this good. 

Those services produced by meclanical agencies may be standardized; 
those produced by individuals may be standardized and graded only to a 
limited extent. Some of these services take on the characteristics of a 
monopolistic good. Thus the services of a famous musician, physician, 
athlete, philosopher, executive, or lawyer cannot be secured from any 
source other than the one individual capable of producing the particular 
service. The buyer, as is the case in the purchase of many tangible 
goods, frequently is not in a position to judge the value of the product, 
e.g., educational, medical, legal, investment, recreational, and many 
other services. 

The value of a service may, and often does, depend upon the mental 
state of the purchaser at the time of consumption. An evening’s enter- 
tainment at the theater, for example, may be ruined because of Borne 
adverse mental state that arises wholly independent of the play. The 
service purchased, on the other hand, may affect, and, in fact, even 
radically change the mental state of the individual. The price which a 
given service can command at any given time is governed by the same 
principles of supply and demand that control the prices of tangible 
commodities. 

The owner of merchandise may be able to influence supply through 
storage; the producer of services does not have this recourse. The 
sales-promotion activities used in marketing some services are quite 
similar to those used in marketing tangible goods, although the methods 
used in marketing others are different. Some of the distinctive as well 
as the common features are indicated in the following analysis and 
discussion. 

Marketing Human Services. — The importance of human services 
in our economic life ia indicated by the amount of money paid for them. 
The amount paid out during 1929 in the form of wages amounted to 
$34,149, 000,000; the amount paid out as salaries equaled J18, 484, 000,000. 



m 


MARKETING PRACTICE 


These figures do net Indude payments for personal services In the form 
of .fees, such as independent professional people receive. Wages and 
salaries account for about two thirds of the total national income paid 
out, They accounted for 80 per cent of the national income produced 
in 1932 . Much of the effort of the New Deal legislation was directed 
toward increasing the proportion of the national income received by 
labor. Regulations establishing minimum pay and maximum hours of 
work were established. j 

Personal service is one of the most perishable of perishable com- 
modities. Human services cannot be separated from the individual. 
The demand is small-scale on the part of consumers, and large-scale 
on the part of large industrial and commercial enterprises. The short-run 
demand for personal services is relatively inelastic. When labor is 
scarce and wages are high there is#J a tendency for entrepreneurs to 
substitute power and machines. Recent emphasis on efficient produc- 
tion and scientific management has tended to increase this substitution, 
thus displacing labor in a number of industrial lines. It is true, however, 
that the demand for human services in many other enterprises has been 
increased at the same time. A large portion of the demand for labor is a 
derived demand, that is, it depends upon the demand for the goods and 
services produced by the organization employing the laborers. When 
automobiles, radios, shoes, textiles, building materials, and other con- 
sumer and industrial goods are being sold in large quantities there is a 
large and steady demand for labor, unemployment is at a minimum, and 
wages are likely to be fairly satisfactory. 

Marketing Labor . — There is usually a surplus of unskilled labor, while 
the demand for many lines of skilled labor is greater than the supply. 
Within certain definite limits the supply of labor is elastic. If wages are 
increased, some unemployed and part-time workers make their services 
available. A general shifting of labor from one industry to another 
occurs if one raises its wage scale above a parity with the others. The 
worker usually considers the relative desirability of the work, labor 
policy of the firm, location of the place of work, and other important 
factors before making the change. Beyond rather definite limits, 
however, the supply is highly inelastic due to the number of years 
.required for children to grow to maturity, and the incentives necessary 
to bring about an increase in population. The restrictions on immigrar 
turn tend to limit supply in this country. 

** The laborer finds himself under a considerable handicap when he 
attempts to sell his services. His product is perishable and is produced 
only when sold; it cannot be produced during unemployment periods, 
stored, and sold when a demand materialises; consequently, an idle 
day Is so much loss. Since the laborer’s services have such a strong 
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personal character, the quality depends upon the age, health, skill, 
strengthi and general well-bang of the individual. If he is ill or suffers 
an accident he may lose his job; in most instances his pay ceases. As 
old age approaches, demand for his services declines. He is placed in an * 
unequal bargaining position because of these factors. The employer's 
very existence does not depehd upon his employing any particular 
individual; consequently, he can “shop around” or select from a large 
number of unemployed who are competing with each other for the 
limited number of opportunities to produce the services. To overcome 
some of these disadvantages a few classes of laborers have organised 
unions — such as are found among the building trades, in the textile 
industry, and among railway workers and the coal miners — which provide 
a means for collective bargaining. Some of the trade unions have been 
brought together under the direction of the American Federation of 
Labor. This organization has done much to secure the passage of state 
and national laws that have improved the laborer’s economic status. 
Legislation enacted during 1933-1935 greatly encouraged the formation 
of unions. 1 

The major portion of labor is marketed directly; contact is matte by 
the laborer applying for a job, and by the prospective employer inserting 
advertisements in newspapers and posting notices at factory gates. 
Employment offices, some privately operated for a fee and others operated 
by the state at no direct cost to the laborer, provide a valuable service in 
helping the unemployed to find a job and in providing the employer with 
a means for locating desirable and qualified workers. * 

Professional Services . — The services of the professional groups are 
more highly individualistic even than those of the labor group. People 
demand the services of a particular physician, dentist, lawyer, accountant, 
executive, research man, or architect because of the reputation that 
individual has secured from successful practice. Another may be as 
good or better, yet the consumer will hesitate to trust his life or an 
important business problem to an unknown practitioner. The state 
regards the services of many of these professions as so vital to the welfare 
of society that laws have been passed regulating the entrance into them. 
Thus the physician, dentist, lawyer, and teacher, fear instance, must 
secure a license. This procedure usually involves passing a searching 
examination, together with the presentation of evidence that the appli- 
cant is fit in every way to perform the services under consideration. . 

These professions have, in several instances, set up codes of ethid£ 
which further restrict the freedom of operation. The medical profession, 

1 The Wagner Law enacted in August, 1035, and the Social Security Law enacted , 
during the same month are designed to improve the economic and aodal p os it ion s 
of the laborer. 
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for instance, frowns upon the use of advertising and personal solicitation 
in promoting the sale of its services. The lawyer secures much publicity 
through the newspaper reports of the cases he pleads. He is not expected, 
however, to engage in “ambulance chasing” in an effort to increase his 
business. Professional men secure much of their business through 
recommendation of friends, former clients and patients, hospitals, and 
educational institutions. Memberships in clubs, fraternal organizations, 
alumni associations, and churches are used as indirect methods pf 
increasing one’s clientele. The demand for the services of physicians 
and dentists has been increased through their advocating physickl 
examination of school children, and by their encouraging periodical 
examinations of adults. The advertising of life insurance companies 
and tooth paste manufacturers has likewise tended to increase the 
demand for medical and dental sendees. Teachers and educational 
institutions sometimes use teachers’ agencies as a means of bringing 
the teacher and prospective employer together. A brokerage fee of 
5 per cent of the annual salary received is usually charged the teacher 
for this service by the agency. 

Mechanical, Chemical, and Electrical Services. — This group of 
services, generally speaking, is produced on a large scale by large com- 
panies which have enormous fixed capital investments. A single railroad 
system may control property with a value in excess of a billion dollars; 
a public utility holding company may equal, or even exceed, this huge 
sum. 1 There are, of course, many smaller companies, yet large-scale 
operation is the characteristic feature. The public service corporations 
buy durable and non-durable goods, and use them, together with human 
services, to produce and sell light, heat, power, transportation, and 
communication services. 

A large number of the services in this classification are produced by 
monopolies. Thus there is usually only one street railway system and 
only one telephone, gas, and electric light company in a city. 1 The 
rates (prices) which these monopolies and the railroads can charge for 
their services are determined by certain governmental agencies, such 
as the Interstate Commerce Commission and the various state public 
utility commissions. These industries attempt to develop a larger 
demand for their services by both direct and indirect means. Bail- 
roads, for example, present their appeals to shippers and to passengers 

« 1 The electric power and light industry of this country is commonly referred to as a 
#12,000,000,000 industry. 

*&Mh industries furnish an excellent illustration of the importance of the price 
t he product in increasing consumption. Special rates, for instance, are allowed for 
hasoe heating and industrial purposes by gas companies. Some street car companies 
m& a weekly “pass" for $1 which gives unlimited personal transportation service 
to the bearer. 
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for their patronage by means of direct-mail and personal solicitation, 
and through newspaper, magazine, and radio advertising. Exclusion 
and special trains are run at reduced rates or with more elaborate services. 
Some railroads feature their club-, observation-, and dining-car equip- 
ment; mud, valet, and telephone service, convenient location of terminal 
stations, level roadbed, and coiAfortable sleeping facilities. The pleasure 
of traveling in air-conditioned, streamlined, high-speed trains is empha- 
sized. Freight tonnage has been increased through aiding the develop- 
ment of industry throughout the territory served by a railroad. Thus 
agriculture and dairying have been promoted through the use of the 
demonstration car and special lectures. Much of the land in the west 
was settled under the guidance of the railroads, and special rates are 
allowed the products of new industries just securing a foothold so as to 
permit them to reach a given market. The purpose in all these instances 
is to develop volume tonnage, so that the transportation company can 
eventually sell its service at a profit. 

The importance of the transportation service is indicated by Hie 
following figures: motor-truck traffic in 1934 was in excess of 16,000,- 
000,000 ton-miles, and steam railroad freight exceeded 27,000,000,000 
ton-miles. Pipe-line carriage rose to 33,132,000,000 in 1934. Omnibus 
passenger-miles equaled almost 12,400,000,000, while steam railway 
passenger-miles rose to 18,000,000,000. Electric lines and airplanes 
perform an appreciable additional volume of passenger, express, and 
freight service. 1 

Electric power companies have likewise been active in aiding the 
development of local industry and in selling household electrical appli- 
ances so as to increase the industrial and domestic consumption of 
electricity. Some have been severely criticized by independent appliance 
dealers because they sold the appliances at a lower price than the inde- 
pendents thought reasonable. 

Selling Radio Services . — Broadcasting companies were developed 
in tixe beginning by those interested in selling radio parts. The stage 
of development has now been reached where more firms and interests 
want to establish stations than can be operated successfully over the 
limited number of wave-length channels available. This has neces- 
sitated governmental control over the establishment and operation of 
these facilities. This service is utilized largely by local and national 
advertisers who virtually buy the use of the broadcasting facilities and 
the right to present their program to the audience of the particular, 
station. The station, in order to build up an audience that will make ita 
service wanted, uses a large amount of the available time in the cultiva- 
tion of a clientele and in the establishment of prestige. Its major appeal 

1 Barron’s WttEg, May 27, 1985. 
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to advertisers is, of course, the size and quality of the group of listeners 
it provides. The power of the station, its efficiency of operation, the 
extent of territory covered, the number of families with sets in the 
district, the quality of these sets, and the listening habits of the people 
axe some of the factors that determine the value of the service of any 
broadcasting station. Some of these companies not only furnish the 
mechanical and electrical facilities, but also provide talent for preparing 
and presenting the programs. The latter involves assembling the enter- 
tainers, conducting the rehearsals, and directing the final presentation.! 

The big problem in buying or selling broadcasting services is tne 
determination of the size and quality of the audience and the degree of 
appreciation on the part of the audience of the program offered. No 
station, however, can maintain a monopoly over the prospective listeners. 
There are usually so many programs available that the listener can tune 
out the one he does not like, and choose one from several that may more 
nearly suit his fancy. 

Printing . — The services of the printer may be classed among the 
necessities in modem business life. The large volume of magazines, 
books, and advertising materials issued monthly testifies to the wide 
use made of this important service. Competition is keen, although a 
union among printers is of some value in preventing a complete demorali- 
zation of prices. Printers, in order to create a demand for their printing 
services, furnish other services. The great popularity of advertising in 
recent years has given them an opportunity. They write copy, prepare 
layouts, make up catalogues, folders, booklets, broadsides, and printed 
letters, and give advice with reference to art work, drawings, and other 
essential elements. The salesman selling printing should be well versed 
in advertising principles and practice as well as in the technical phases of 
printing. 

Cleaning Services . — The demand for cleaning services grew rapidly 
from 1921 to 1930. There was, of course, a decline in Bales during the 
depression. The increased activity of women outside the home, the 
rapidly increasing urban population, and larger money income enjoyed 
by the average family tended to transfer the washing and the cleaning 
of elothes and household linens from the home to the factory. The 
laundry now attends to the family wash, including the ironing, while 
tiie dry cleaner takes care of the suits, dresses, draperies, and rugs. 
The demand for these services has been cultivated largely through 
, newspaper, radio, and poster-panel advertising. Mail and personal 
solicitations are also used. The truck drivers who call for and deliver 
the clothes have regular routes, and play an important part in securing 
aod maintaining goodwill for the firm. Some very effective sales-promo- 
tion campaigns have been conducted by the laundry machinery menu* 
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facturers' association. The purpose was to develop a demand lor 
the products of the members by increasing the desire for the services 
furnished by their machinery. Appeals were made on the bases of 
sanitation, convenience, more leisure time for more worth-while activities! 
less drudgery for the housewifg, and the reasonable cost. The total 
receipts for work done by 5,115 laundries in 1933 amounted to $295,261,- 
845; in 1931 the business done by 6,400 laundries was almost $466,000,- 
000; and, in 1929, 6,776 did a business of $541,158,197. The state of 
New York ranks first, Illinois second, and California third in the value 
of the services rendered. The total receipts of cleaning and dyeing 
establishments for services performed were $93,243,535 in 1933, $147,500,- 
000 in 1931, and $201,250,000 in 1929 — a decrease of 36.8 per cent and 
26.7 per cent for each of the periods respectively. 1 Establishments 
numbering 3,580 employed an average of 43,641 people in 1933. 

Financial Services. — One of the most important services in present- 
day industrial life is credit. In a primitive society little credit is avail- 
able or needed. Trade is largely on the basis of barter. As society 
becomes more complex, commerce and industry are developed and the 
demand for credit and risk bearing becomes greater. 2 

In a society as complex as ours an elaborate organization is necessary 
to assemble efficiently the sources of credit and to disperse it among the 
firms and individuals desiring this service. 3 Such financial institutions 
as commercial and investment banks, loan and finance companies, 
commercial paper and bond houses, underwriting syndicates, and invest- 
ment trusts are fairly well known. The various types of credit instru- 
ments, such as secured and unsecured notes, many different kinds of 
bonds, and other evidences of credit, are more or less familiar. 4 

Large-scale production and distribution require large amounts of 
fixed and working capital. Few individuals have enough resources to 
finance the organization and operation of these gigantic enterprises. 
Millions of individuals, on the other hand, have savings in relatively 
small amounts which they do not care to utilize in their own businesses. 
They want an opportunity to turn these funds over to some one who can 
use them to advantage and who is willing to pay the owner for this 
service. Promoters, financiers, farmers, merchants, and other entre- 
preneurs desiring to exploit some natural resource, develop a patent 

1 Census cf Manufactures , 1934. 

*806 Chap. XVI for additional information on the importance of credit in 
marketing. 

* Consult Moulton, H. G., The Financial Organization cf Society , 3d ed., 1980. 

4 Credit Is granted on the basis of one or more of the following factors: character, 
income, property, and potentials; in the case of governments, gold, silver, natural 
sources, economic development, political and social stability, and general taxing 
power. 
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right, expand a successful going concern, or reorganise and revitalise 
a declining one, furnish a demand for the supply of funds indicated 
above. The seller of this service wants, above all, to be sure he will 
have Ms principal fund returned to him according to the contract; 
he wants the payments for the use of, the credit made promptly and 
regularly. He may desire, in addition, to be able to secure the return 
of his money at any time he wishes. If the investor demands this 
feature, he will usually have to buy a security that is listed on one of tyie 
major security exchanges and one that is traded in every day. Wfth 
such a security he can liquidate at any time. Whether he receives mdre 
or less than he paid depends upon the demand and supply for that par- 
ticular class of security, the interest rate, general business conditions, and 
the finan cial situation and trade outlook for the particular firm at the 
given time. 

Since credit is so closely connected with business transactions, the 
supply of credit and the demand for it tends to go up and down as busi- 
ness goes up and down. The business depression beginning with the 
stock market crash in 1929 culminated in the banking crash of 1933. 
Following 1933, the federal government has played an important part 
in the supply and control of credit. The demand increases with better 
business conditions. The government, however, is much more liberal 
than private enterprise in extending credit to individuals, business firms, 
banks, and others. Because of its control over money, and since it 
has such tremendous taxing power, the federal government can produce 
an amazing volume of credit and distribute it on both a wholesale and 
retail basis. 

Selling Credit . — The demand for credit depends on the confidence 
the would-be borrower has in future economic and social conditions. 
If he thinks he can use the credit so as to earn a profit he may desire the 
loan. The Bale of a large bond issue of an important company involves a 
vast amount of technical service. 1 Assume that the Block Manufactur- 
ing Company, a large industrial concern, wishes to secure $25,000,000 
of new capital through the sale of bonds.* The company might under- 
take to sell these securities directly to the ultimate buyers. The usual 
way, however, is to approach some large investment banking firm to 
determine what terms can be arranged. Assuming that the preliminary 
negotiations lead to a serious consideration of the proposition, the bank 
will conduct a thorough investigation of the industry to determine the 

1 Consult A. L. Bishop, The Financing of Butineet Enterprue*, Chaps. XXI-XXV , 
for a discussion of the marketing of high-grade, low-grade, and worthless securities. 
See also H. Q. Moulton, op. cit. 

* The sale of securities if now closely regulated by federal and state laws. 
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present trend and future possibilities, the nature of the need for the prod- 
uct, and the competitive situation ; it will carefully examine the organisa- 
tion, personnel, policies, manufacturing facilities, marketing methods, 
legal status, and other pertinent factors of the firm. The banking fins, 
in making this exhaustive analysis, will employ the services of experi- 
enced engineers, economists, lawyers, and accountants. With the 
facts secured by this corps of experts before them, the executives of 
the investment bank are in a position to decide whether they wish to 
sponsor the financing and to undertake the marketing of the securities, 
and, if so, upon what terms. 

If these terms are acceptable to the officials of the industrial firm, 
the bank may undertake to sell these securities through its own organiza- 
tion. The usual practice, however, with a large issue, is for the bank to 
organize an underwriting syndicateAcomprising several other investment 
banks. This syndicate agrees to accept the bonds of the industrial 
firm and pay over to its management the amount agreed upon. The 
syndicate now begins the sale of the bonds by disposing of large blocks 
of them in wholesale lots to banks and bond houses throughout the 
country, and even in foreign countries. These organizations undertake 
the retailing of the securities to individuals and others. Many invest- 
ment bankers sell to banks and insurance companies at wholesale, mid 
to others at retail. 

Newspaper and radio advertising, direct-mail solicitation, and 
personal salesmanship are used to consummate the sale of the securities. 
The margin between the price paid by the investor and the amount 
received by the industrial firm, which is required to pay for these market- 
ing activities, depends largely upon the quality of the securities, the 
reputation of the firm issuing the bonds, and the condition of the money 
market. Thus the industrial firm might receive 88 from the underwriting 
syndicate, while the last purchaser would be required to pay 96 or 97 
for a 5 per cent bond with a face value of one hundred dollars. 1 

The larger and more reliable investment houses have a praiseworthy 
code of ethics. They are very conscientious in their recommendations, 
frequently provide an active market for the securities they have under- 
written or distributed, watch the progress of the company, and take 
steps to protect the interests of the bondholders if the issuing company 
Meets serious difficulty. 

Such credit instruments as bonds are sold to national, state, and 
private banks, trust companies, loan companies, insurance companies of 

1 The Pennsylvania Railroad issued in January, 1936, 140,000,000 general mort* 
S*ge per cent bonds. This issue was bought by Kuhn, Loeb & Co. at 96J^ and 
accrued interest and offered to the public at 98JC- 
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various types, corporations, colleges, religious and charitable institu- 
tions, estates, and private investors. 1 

A large number of firms sell some of their securities to employees; 
public utilities and some industrial firms sell junior securities to their 
customers. The chief sales-promotion methods used in these cases are 
posters, mass meetings, recommendations of officials, newspaper adver- 
tising, and mail solicitation. Such inducements as partial-payment 
plans, a price below the market, and the firm paying part of the purchase 
price, are used effectively. This type of demand, however, has prac- 
tically disappeared since 1930. 

Insurance Services. — The demand for insurance services has gnri 
by leaps and bounds during the last twenty-five years. As industrial 
and social life became more complex, the need for some device to shift 
risks became more and more prondtinced. Insurance is a plan which 
provides for shifting the risk of certain kinds of losses from an individual 
or a firm to a group. It is the application of the principles of the dis- 
tribution of risk and of indemnity. Through experience the probability 
of loss from certain causes has been fairly accurately determined so 
that equitable rates or prices for carrying these risks have been deter- 
mined. There is a powerful sentimental appeal used in selling life 
insurance. The desire of the head of the family to make some provision 
for the material welfare of his dependents, should he pass on first, causes 
him to make great sacrifices to pay his insurance premiums. The sale 
of other forms of insurance is based on a more rational and materialistic 
form of appeal. 

The method of selling this service is highly organized. The agency 
system is used extensively. Agents work on a commission basis, and 
many of them carefully select, train, and supervise their salesmen who are 
likewise paid on a commission basis. There is another side to the system 
which is not so satisfactory. Some agencies hire salesmen and send 
them out with very little training or supervision. This type of salesman 
sells, perhaps, to his immediate relatives and a few friends, and then his 
usefulness ends. He frequently becomes discouraged and quits. This 
practice tends to demoralize a portion of the market and discourage the 
regular full-time salesmen. Newspaper and magazine advertising, 
direct-mail solicitation, publicity, and posters, as well as personal 
solicitation, are used to sell this service. It is a strange situation that 

1 Hie importance of some of these sources of demand is indicated by the following 
figures: fifty-two American insurance companies held in exoess of $6,000,000,000 of 
eecuritiee on Jan. 1, 1930; the bond holdings of the reporting banks of the country 
June 30, 1929, were approximately 317,000,000,000. One corporation held 3123,000,- 
OOO of United States Government obligations, and one university had investment* 
in 1929 totaling 381,833,142, of which more than 60 per cent was in bonds. Th» 
Rond Business 1930, Halsey, Stuart A Company. 
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although the need and advantages of insurance are well recognised a 
comparatively small amount is bought; the greater proportion is sold. 
The insurance companies sell insurance and use the premium payments 
to extend credit to othera. The interest received from this form of 
service constitutes an important source of income for the inmiwmno 
company. * 

Selling Education. — The demand for educational services in the 
United States is intense and widespread. Every state in the union 
has a compulsory school-attendance law. Each child between the 
ages of six or seven and fourteen to eighteen, depending upon the state, 
is required to attend the public or some other approved school. The 
elaborate system of publicly owned high schools and universities is 
supplemented by a large group of endowed institutions. There are, in 
addition to the schools owned and derated by the public, private schools, 
academies, seminaries, colleges, institutes, and other educational organi- 
zations, some of which are partially endowed, and others operated as a 
business enterprise for profit. The federal office of education estimated 
that the total expenditures for all education for the school year 1931-1932 
were $2,946,073,024. This one item, it will be noted, exceeds the total 
reported by the 1933 Census of Service Establishments. About $10,000,- 
000,000 is invested in school plants, and $2,000,000,000 in endowments. 

The state-owned and the endowed institutions of higher learning 
employ rather subtle methods of sales promotion. A more or less 
beautiful campus, and large and imposing buildings may be used effec- 
tively to create prestige and atmosphere. After a few years these 
buildings and grounds accumulate a store of tradition that is passed on, 
by word and song, in a most effective manner. Great emphasis is 
placed on developing school spirit and loyalty among the student and 
alumni bodies. The alumni are expected to be earnestly interested in 
securing new funds, brilliant students, and a few promising athletes. 
Some institutions have very large and aggressive alumni associations, 
with active branches located throughout the country and some in foreign 
lands. It is regarded as quite the proper thing for fathers and mothers 
to send their children to the same institution which they attended. 
Fraternities and sororities may be very influential in bringing new 
students to the college. 

The catalogues and bulletins issued vary from a plain booklet giving 
necessary facts about the location, organization, faculty, admission 
requirements, courses offered, and fees charged, to elaborately prepared 
books with attractive and expensive pictures of buildings, grounds, and 
equipment, and of athletic and other student organizations. College 
yearbooks, magazines, and newspapers published by the student body, 
and technical and literary journals edited by the faculty also furnish 
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means of propaganda and publicity. The prestige and reputation of 
some educational institutions are greatly enhanced through operating 
university printing presses, experimental stations and farms, bureaus of 
business research, laboratories, clinics, hospitals, and radio stations. 

The greatest amount of publicity is generally secured through the 
activity of the athletic teams. A winding football team, for example, 
will secure a tremendous amount of free space and favorable news stories 
in a large number of papers during a season. The glee clubs, bands, 
dramatic and debating organizations are valuable instruments for 
securing publicity for the school. Home-coming parades help to "sell 
the college to the city”; the “Junior Prom” attracts the attention of the 
society group; while athletic tournaments and other contests held for 
hi gh- school students bring these young prospects to the campus where 
they can be "sold” on the advantages of the institution. The grand 
finale, the annual commencement, sends the graduates off with a flourish 
and helps to prevent those still in school from becoming discouraged, and 
at the same time encourages the parents to continue the necessary 
financial assistance. 

The activity of the faculty is an important element in the scheme of 
publicity. The president is given and seeks many opportunities to make 
speeches in which he can dwell upon the high ideals, cultural atmosphere, 
and the scientific and professional training fostered at his institution. 
One of the major tasks of the president of a state institution is to sell, 
and to keep sold, the organization to the legislature, taxpayers, high- 
school principals, and prospective students. The faculty, through 
articles and books published, papers read at meetings of learned societies, 
and offices held in various organizations, aid in increasing the esteem in 
which their school is held. Scholarships are employed to encourage 
the attendance of deserving students. 

A large number of schools, colleges, and universities use, in addition 
to the publicity secured, newspaper, magazine, and radio advertising. 
Direct-mail solicitation and in some instances personal solicitation are 
used effectively to secure students. Some educational institutions 
«nploy well-known advertising agencies to plan and prepare their 
advertising copy. 

Amusements. — People want to be amused and entertained. Chil- 
dren want to go to the circus and to the zoos; young men and women want 
to dance under what to them are agreeable conditions and surroundings, 
sad to attend theaters and movies featuring stories of love, romance, 
adventure, pathos, and famous historical events; the older group may 
prefer the opera, bridge, or travel. Many people secure pleasure and 
a certain degree of thrill from watching some contest, such as a horse 
race, automobile race, 'baseball game, or a prize fight. Tim natural 
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desire to be entertained apparently can be greatly stimulated through 
the use of suitable sales-promotion methods. * 

The motion-picture business has developed into the billion-dollar- 
industry class because its sponsors have successfully cultivated this 
desire. Practically every knovgn sales-promotion device is employed. 
Large electric signs, beautifully and richly appointed theaters, posters 
and cutouts, and magazine, newspaper, and radio advertising are skill- 
fully and effectively used. 1 The consumer is continually subjected, in 
addition, to a flow of publicity in the form of pictures, news items, and 
human-interest stories about directors, actors, actresses, the method of 
producing, and the subject matter of the pictures prepared by shrewd 
and highly paid press agents. 

The modem talking motion picture done in color is an excellent 
example of the successful assembly, coordination, presentation, and 
marketing of a group of highly specialized services. Since 1926 there 
has been a rapid integration in the movie business. A very small number 
of companies now virtually dominate the industry through control of 
the theaters and all producing facilities, including contracts with leading 
actors and actresses. The marketing problems have been unusually 
difficult because of the rapid changes in basic technological factors. 
The problems arising from the introduction of the sound feature which 
created a virtual revolution in the industry had hardly been solved when 
the color feature appeared. There is constant fear in the industry that 
outstanding developments may suddenly appear and make necessary 
radical readjustments. Past experience indicates, however, that the 
leaders are capable of making rapid and effective adjustments to any 
situation that may arise. The American people spent 1935,371,000 for 
amusements and theater services in 1933; this was equal to about 97.44 
per capita. 

Selling News and Advertising Space. — Newspapers received almost 
$367,500,000 from subscriptions and sales, and almost $570,000,000 
from advertising in 1933; the corresponding figures for 1931 were $425,- 

250.000 and $868,250,000. Periodicals other than newspapers received 
from subscriptions and sales in excess of $239,000,000 in 1933, and $261,- 

500.000 in 1931; for 1933 they received in excess of $428,500,000 for 
advertising, while in 1931 almost $625,000,000 was received from adver- 
tising revenue. 1 

Newspapers and magazines have enjoyed a remarkable growth In 
income since 1921. This resulted chiefly from the increasing use Of • 

1 One producer, Metro-Goldwyn-Mayer, is repented to have spent approirimetely 
w, ooo, ooo during the fiscal year ending in the autumn of 1988 for poster, m ag a s in e, 
md news pa per advertising. 

* 1933 Cttmt* qf Manufacture*. 
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advertising placed in these mediums. They derive an enormous revenue 
from selling “white space” to local and national advertisers. A single 
page in one of the leading weekly periodicals is reported to cost the 
advertiser from $7,000 to $14,000 for each insertion, depending on 
whether the advertisement is in black, and white or in colors. It is 
obvious that the so-called white space is not in itself worth any such sum 
of money. The amount that a publisher can secure for his space depends 
upon the quantity and quality of his circulation. He sells, in fact, not 
white space, but an opportunity or a means by which the advertiser! of 
some economic good may present a message about the product to prospec- 
tive customers. The publisher's entire appeal in selling this service 
centers around an attempt to convince the advertiser or his agent that 
his particular publication possesses a select circulation, as far as quality 
and quantity are concerned, and meels the advertiser's needs in a very 
special way. The truthfulness of the publisher's claims as to volume 
of circulation is checked by the Audit Bureau of Circulation. There is 
no such impartial judge for the quality element. 

Newspapers and magazines secure and hold their groups of readers — 
to whom the advertiser hopes to sell his product — largely through their 
editorial policies. Each publisher attempts to endow his publication 
with a certain distinctive personality. The make-up of the paper, the 
character of the editorials, and the manner of treating news items con- 
tribute much to this personality and individuality. A vigorous attitude 
on certain foreign and domestic policies and problems, alertness in being 
first when the “big news breaks,” and reporting in an authoritative and 
reliable maimer important political, civic, economic, and social hap- 
penings contribute to the prestige of a publication. One New York 
newspaper alone is reported to have increased its circulation 80,000 during 
the Hauptmann trial, due to the public’s desire for this type of news. 
The stories were of the so-called “human-interest” type which appeals 
largely to the emotions. There were many more potential fundamental 
sources of news occurring at the time, which were crowded off the front 
page because the newspapers thought the events of the trial furnished 
better subject matter for “dramatic appeal.” 

Publishers of magazines and newspapers are able to give the readers 
more value than the subscription price warrants because of the revenue 
received from advertising. It is evident that a publisher sells two 
different products — news and white space or an opportunity— to two 
distinct markets, the reader and the advertiser. 

Assembling News . — News has been defined as the timely record of 
Significant local and foreign events, acts, or opinion. The marketing 
Of news is a highly specialized task. This product is extremely perishable. 
What is news of the highest value in the morning may be state or dead 
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by afternoon; speed in the collection, printing, and sale is of the greatest 
importance. It is assembled from all parts of the world by rite fastest 
means known and available. The radio, cable, telegraph, telephone, 
wirephoto, and airplane, as well as automobile, express train, horse, 
and messenger, are used in the mad rush to secure and publish the 
latest news item. The vehicle of communication best suited to the 
circumstances is utilized. Cost is incidental, speed is supreme. Elabo- 
rate news-gathering organizations, such as the Associated Press and 
the United Press, have representatives stationed at strategic points 
throughout this country and in many foreign lands. These reporters, 
observers, and writers permit little of news value to escape them. 

The sale of news is based on man’s inherent curiosity, a desire to 
know what is “going on” or being said. He is interested in events and 
conditions that affect his health, /wealth, and well-being. His inherent 
desire for approbation and applause causes him to attempt to get his 
name or picture in the paper, and then he buys the paper to see if it is in. 
Papers meet this demand by organizing such departments as the people’s 
column, and foreign, domestic or local, political, social, sport, and 
financial news sections. 

Methods of Marketing News . — Newspapers are sold direct from the 
publisher and through middlemen. There may be, and usually are, 
several editions of a city paper each day. These are usually sold in 
different ways. Some are sold only by newsboys on the comers; other 
editions may be sold by corner salesmen who are employed by the 
publisher, and by independent newsdealers; still other editions me 
distributed to the homes by carriers, boys who operate over well-defined 
routes in designated districts of the city; the same or possibly other 
editions will be mailed to out-of-town subscribers; and some will be sent 
by train, automobile and airplane to distributors in towns and cities, 
perhaps several hundred miles distant. These papers may be dis- 
tributed by local carriers, who operate under the supervision of local 
directors, or sold on newsstands and in drugstores. 

Many plans are used to secure, increase, and maintain a list of buyers. 
Newspaper and radio advertising, direct-mail and personal solicitation 
constitute a part of the sales-promotion activity. The offer of prizes 
to boys and girls who secure a certain number of subscriptions is very 
effective in increasing circulations. Contests among the carriers and 
newsboys to encourage them to secure new customers, and prizes and 
premiums are used as additional incentives. The paper may be delivered 
for a week free, as a sample, with the hope that it will be taken regularly 
afterwards. The presence of a newsboy on almost every comer in 
the downtown section, yelling “extra,” the desire of people to know the 
“latest,” and the wish to “pass away” the tedious time many people 
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have to spend on & street car, bus, or subway while traveling to and 
frofla work, all tend to make people willing buyers of newspapers and 
magazines. 

Development of a Full Line of Service. — There seems to be a decided 
trend for service companies, as well as many producers of tangible 
commodities, to attempt to fill one ba&ic human need rather than to 
produce only one particular product or service. Thus the Pennsylvania 
Railroad Company has ceased to be just a railroad and has become a 
general transportation system comprising bus, truck, airplane, and water 
transportation services as well as rail. The Radio Corporation f of 
America, to cite another illustration, is now an amusement company 
rather than just a radio firm. The following quotation exemplifies tips 
statement. 1 

In the business primarily of supplying liome amusement, the Radio Corpora- 
tion of America combined with the Keith-Orpheum Theatre system, which 
supplies amusement at public places. And to make the thing more complete, 
they pulled in F.B.O. from the motion picture field. Later the Radio Corpora- 
tion engineered a complete merger with another powerful amusement competitor, 
the Victor Talking Machine Company. 

In addition to this, the company controls the National Broadcasting System, 
as well as R.C.A. Photophone, Inc., which is now producing its first talking 
pictures, challenging the system developed by the Western Electric Company. 

This is not the end. At the present time, these people are going ahead with 
the development of a possible competitor for their own Photophone — another 
home amusement device which may be even more powerful than radio. Within 
eighteen months, possibly twelve, they will have developed a talkie projector 
for the home. And they are confident that within another twelve months, they 
trill have a perfected instrument that will reproduce on a small screen set up 
beside the home radio set, a motion picture projected from a central broadcasting 
station. 1 

They are attempting to develop, for production in commercial quantities, 
still another home amusement device — a new music box which will probably be 
called the Theremin, after its inventor. 

Governmental Services. — The cost of the services furnished by 
Various forms of governmental units is roughly indicated by the tax 
bills of the country. The aggregate amount of taxes assessed for 1934 
approximated $9,500,000,000. If the ordinary budget had been b&l- 
aimed, an additional $4,000,000,000 would have been required, or a 
total of $13,500,000,000. These figures do not include emergency 
expenditures. The deficits were financed through borrowing. The 

t DosH», A. E., “Changing living Habits Mean Changing Distribution,” The 
Car Card, p. 4, April, 1930. 

*Thk prophecy was, obviously, too optimistic. 
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total debts of states, cities, and counties, at the beginning of 1935, 
was approximately $20,200,000,000, compared with $3,800,000,000* in 
1912. If the ordinary budget had been balanced in 1933 through taxa- 
tion, about 25 per cent of the national income would have been required. 
The cost of the federal government was $734,000,000, or 1.6 per cent 
of the national income, in 1917; it was $3,500,000,000, or 4.5 per cent 
of the national income, in 1926; by 1934 the cost had risen to $7,100,- 
000,000, which was 17.4 per cent of the national income. 1 The total 
federal tax receipts for the fiscal year ending in 1935 were $3,297,300,- 
578.60; income taxes alone for the year amounted to $1,099,489,864.55. 
These figures clearly indicate the growing importance of the federal 
government as a service-producing agency. 

There are, according to Professor Anderson, 175,418 local govern- 
ments in the United States, e.g., 127,000 school districts, 20,000 town- 
ships, 16,000 incorporated cities and villages, 3,000 counties, and 8,600 
miscellaneous districts, park districts, levee districts, and similar units, 
each with power to levy and collect taxes and to spend the proceeds for 
labor, materials, equipment, supplies, and other purposes. 

A considerable portion of the federal taxes goes for debt service, costs 
of the army, navy, and general administration; salaries of thousands of 
governmental employees, and, since 1932, for relief purposes. The 
various branches of government paid out, in the form of salaries during 
1927, about $4,972,000,000; the amount was much larger in 1935. 

The type of services furnished by a large municipality and the cost 
are indicated by the following data published by the city controller.* 
The amount of the city tax for the year 1935 was estimated at approxi- 
mately $20,000,000; 39.1 per cent would pay for educational services; 

27.8 per cent was for bond interest and retirement; 27.1 per cent was 
for general city purposes; 3.2 per cent for fire and police pensions; and 

2.8 per cent for the sewerage fund. 

The pervasiveness of services is well illustrated by the purchase and 
use of an automobile. A large proportion of the price paid for an 
automobile represents the cost of services. For example, the services 
of the miners who extracted the iron, copper, tin, zinc, and other metals, 
and the coal and other fuels used in the processing; the services of the 
transportation companies that carry the products — raw materials, partly 
manufactured, and the finished products; the services of finanoe, 
insurance, and other risk-bearing agencies; the services of workmen, 
office employees, and executives engaged in producing the ear; the 
services of salesmen, advertising agencies, newspaper and magaane 
publishers; and the services of independent dealers who sell the product 

1 Broekmtre Bcorwmist, Jm. 2, 193S. 

* Milwaukee, Wk. 
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to the ultimate consumer. The taxes paid to the federal and state 
governments on the ear, and the sales tax paid on the gasoline and oil, 
help pay for hard-surface roads, police protection, administration, 
and other governmental services. 

t 
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Questions for Discussion 

1. Compare and contrast the characteristic features of services, and the method 
of production with similar features of (a) agricultural products; (6) natural products; 
(c) manufactured products. 

2. Are services consumer or industrial goods? Justify your answer. 

3. Services are defined as comprising all intangible goods. Make a rather com- 
prehensive list of all the services you can think of, stating your basis of classification. 

4 “As services are intangible, they do not fall readily into the same grooves as 
material objects.” What functions must be performed in marketing services? How 
do they differ from those performed in marketing material goods? 

& Give at least five illustrations of instances where and when services are mar- 
keted in connection with the sales of tangible goods. Under what conditions does 
this practice arise? 

4 “There are certain semiprofessional groups which also offer services, and the 
less professional the occupation of the group, the better it appears to be organised 
for purposes of marketing.” How do you account for this situation? “Many 
services are, of course, sold which are in no sense professional.” Give illustrations 
and indicate how they are sold. 

7. State in rather detailed form the methods used by the American Federation of 
Labor and its unions in marketing the services of organised labor. 
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8. “Most public utility corporations fall into the last class, that is of non- 
professional organisations which have nothing to sell but services/’ Cite ottyer 
similar organisations. What special marketing problems do they encounter? 

9. “Somewhat different strategy may be needed to reach each of the different 

classes” of customers of electric current. What are these different classes of cus- 
tomers? Why should the strategy of selling be different? How does price affect 
the sale of this service? # 

10. “Hotel marketing may be divided into outside and inside selling.” How do 
these two activities differ? What methods should be used to obtain each objective? 
Classify hotels on the basis of the kind and class of customers to which they appeal. 
How do the policies and methods of selling the services differ in each instance? What 
are some of the possible major features that hotel managements may and do use to 
attract and hold customers? Consult J. 0. Dahl, Selling Public Hospitality , and 

L. M. Boomer, Hotel Management. 

11. What are the essential factors that determine the successful marketing of such 
highly specialized service as orchestra music, and the services of an individual director, 
singer, or player? Consult the autobiography of Rudy Vallee, and an article by 

M. Davis, “How We’ve Set Business to Music,” Nation’s Business , September, 1929. 

12. “Personal salesmanship, periodical advertising, direct-mail advertising, and 
window display may be used in the sale of thrift.” What are the characteristic 
features of this service; of the demand for it? How do these features affect the 
marketing practice? 

13. A group of men have formed a corporation for the purpose of establishing and 
operating one of the following (a) a commercial bank; (6) a hotel; (c) a motion-picture 
theater; (d) a newspaper; (e) an advertising agency; (J) an insurance company; (jg) 
a golf club; (h) a bus line. How could the corporation effectively sell the services 
implied in each case? Be specific in your answer. 

14. Outline the possible methods of selling the services of each of the following 
professional men who are just starting independent practice. Give special attention 
to possible sales-promotion activities, (a) A young certified public accountant; (6) 
a young medical doctor; (c) a young doctor of dental surgery; (d) a young man with 
suitable training and practical experience starting his own advertising agency; (e) 
one starting as a lawyer; (/) a graduate of a collegiate school of business. 

16. How does the nature of the product (services) affect (a) the methods of selling 
and of buying; (6) the organization for selling them? 
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CHAPTER XV 


SOME MARKETING PROBLEMS CONNECTED WITH PRICES 

Purpose of this chapter: To analyze the significance of price in our economic and 
social life, and to determine and study some of the more important price policies 
and practices in their effect on marketing problems. 

Present-day economic life is based on the practice of exchanging 
tangible goods and services for money or money equivalents. We have 
advanced a considerable distance^ along the road of civilization since 
our more or less remote ancestors followed the practice of takin g by 
force or stealth desirable goods found in the possession of other indi- 
viduals or tribes. The simple practice of barter was a decided advance 
in ethical ideals and business judgment over the barbarous methods 
of might, stealth, and slavery. The barter system, however, is not 
suited to the needs of a complex industrial system. The major defects 
of this economic device are quite obvious. There was a demand for 
some suitable standard of value and an acceptable medium of exchange. 
The concept of money developed. Many different articles at different 
times have been used as money among various peoples throughout the 
world. Pastoral tribes typically used sheep and cattle, and hunting tribes 
often used furs and skins as money. Others have used as a medium of 
exchange such articles as slaves, grain, paper, salt, leather, tea, tobaceo, 
iron, silver, gold, and copper. Various forms of credit instruments 
are being used as effective mediums of exchange in the leading industrial 
countries. 

We now usually state the exchange value of an economic good in 
terms of some monetary unit. The exchange value of any given good is 
its “power to command other goods in exchange.” When this is stated 
in terms of money we call it price. Thus we say, for example, “The 
price of this fountain pen is five dollars.” 

The Role of Price in Our Economic Organization. — One of the 
primary services of a marketing system is to provide a means for arriving 
at an exchange price through an economical adjustment of supply and 
demand . 1 The importance of price in present-day industrial society 
can hardly be overemphasized . Price controls the direction and the 
amount of the flow of productive energy; it directs the apportionment of 

1 The reader should bear in mind also that the supply of and the demand for goods 
at any given time may depend to a considerable extent on the price. 
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wealth. Relatively high prices for the product of one industry, far 
example, may produce great profits. In order to produce more goods 
so as to secure greater profits, entrepreneurs in the favored industry bid 
against each other and against producers in other industries for land, 
labor, capital, and management. They pay higher wages, rents, and 
salaries than the going rate, thus drawing the productive forces into 
the industry whose product is selling at the high price. The ultimate 
result tends to be that production is greatly increased. Then keen 
competition in selling arises among the entrepreneurs; prices are reduced; 
and, although more goods may be sold, profits tend to decline and may 
even disappear. The flow of productive energy is then deflected toward 
more profitable enterprises. \ 

Prices also control the flow of wealth from the consumer to the 
producer. If prices are raised relatively too high, buyers may cease to 
purchase altogether, buy a smaller amount, or seek a substitute. 1 The 
rapid rise in the prices of pork and beef products during 1935 illustrates 
this condition. Prices exert their influence by determining the volume 
of sales; margins of profit; costs of production, marketing, financing, 
and risk-bearing; expenditure for labor; and the costs of living. They 
may determine what goods and services will be bought and the markets 
and methods utilized. Governments, institutions, investors, busi- 
ness executives, and workers evidently are vitally interested in price 
movements. 

« Price Ranges and Trends . — The modem price system is extremely 
complicated and difficult to control. 2 There are general and specific 
price trends for individual commodities, such as steel, wheat, hogs, cotton, 
coal, and pig iron; there are price trends for groups of products, such 
as textiles, agricultural, non-agricultural, and food products; there are 
price trends for service groups, represented by such price series as wages, 
interest rates, rents, freight rates, and electric power rates. Wholesale 
and retail prices provide another widely used classification. 1 

Abrupt changes in the trend of general prices, that is, an abrupt 
change in the prices of a large number of widely used commodities and 
services, produce serious economic, social, and political problems. A 
sudden rise in general prices, we learned previously, greatly injures 
large groups of people who belong to the fixed-income and salaried 
groups. As the prices of commodities rise, the dollar declines inpurchas- 

1 When the price of batter was greatly increased during the first half of 1935 sales 
declined. Thus the consumption of butter declined 46,000,000 pounds during the 
first five months of 1935 while the consumption of oleomargarine increased 77,000,000 
pounds. 

* We probably should also say that prices — their causes, effects, and movements— 
are extremely difficult to understand. 

•Refer again to Chart I; p. 42. 
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ing power. Thus a family which found its income of $2,500 sufficient 
for the more pressing needs might find, as happened in 1918 to 1920, 
that its income would buy only half as much as formerly. The person 
who loans money during a period of low prices and is repaid during a 
period of high prices receives the same number of dollars as he gave, 
but the purchasing power of tlus money has been greatly reduced. A 
period of falling prices, such as occurred from 1929 to 1933, works against 
the interests of many producers and those whose income varies with 
profits. Falling prices therefore benefit the fixed-income and creditor 
classes, but are detrimental to the interests of producers and the debtor 
classes, while rising prices benefit the producers and landholders and 
others with something to sell, and injure those whose incomes do not 
expand with rising prices. A system that would bring about, in an 
equitable manner, a stabilization of prices would be a great social benefit. 1 
The advocates of the so-called commodity dollar had this objective as 
their goal. A decline in prices, however, which results from increased 
efficiency in marketing and production is not objectionable; in fact, it 
may be highly desirable from both a social and an individual point of 
view.* 

Price Relationships . — Prices are highly interdependent. The price 
of almost every commodity or service enters into or influences all other 
prices. There appears to be no beginning or end. If we start at any 
given place to trace the course of the given price, we soon branch out jn 
all directions and eventually come back by a circuitous route to the 
starting point. The price of consumer goods, for instance, tends to 
include or reflect the cost of goods to the merchant, which includes the 
transportation, insurance, rent, labor, and other costs, together with 
the wholesale cost of the goods. The wholesale cost reflects the manu- 
facturer’s costs, which include labor, machinery, raw materials, interest, 
and depreciation costs. The raw material costs reflect the land, machin- 
ery, labor, and building costs of the producer of raw materials. Labor 
cost in all instances includes the cost of living — food, clothing, and shelter 
of the worker — which brings us back to the consumer goods bought from 
the retailer. If we take any element in the chain of prices and costs, 

1 The probable causes of these radical changes in the general price levels have beat 
the subject of a great amount of serious discussion, much of it heated at tunes, among 
economists, statesmen, and business men throughout the world. It is rather generally 
accepted that these changes are due to (1) changes in the effective supply of (gold) 
®°uey and credit; or (2) the quantity of commodities available for use; or (3) an 
increase or decrease in both. For detailed discussions of this interesting subject, 
any standard text on economics, especially the following: Alfred Marsh a ll , 
Taussig, Seligman, and Ely, and the writings of Fisher, Edie, B. F, Anderson, and 
Ayers. . 

1 Of. Moumok, H. G., Inamt and Economic Progress. 
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we find the earn,% complex situation repeated. Transportation costs, 
for' exam ple, include labor costs, which lead us immediately to the con- 
sumers’ retail demand; the machinery costs lead us back to the factory, 
the mine, and many other places where tools, machines, supplies, fuels, 
and the other goods and services needed to manufacture the transporta- 
tion equipment are produced. We fin& in every instance the laborer 
going to the retailer for his merchandise. The retailer must make 
use of the marketing organization and the complicated price system to 

meet the demand. < ' 

The following quotation emphasizes not only the interdependent but 

also the dynamic character of prices. 

The broadening of the approach to the study of prices which has characterized 
work in this field in recent years is due if large part to the introduction of the 
conception that prices constitute a unified, coherent system. This conception 
the fact that no one price is an isolated, independent phenomenon. 
From each price lines of relationship run out to all other prices coeval with it in 
firm, and back to previous prices, while similar lines run forward to affect future 
price quotations. Every price is connected by immediate or remote bonds to 
every other price. 

Within the broad system of prices which is formed by this infinity of ties there 
are numerous elements. Each of these may, perhaps, be viewed as a minor 
price system, with characteristic features and modes of behavior. For an under- 
standing of the price system as a whole it is necessary to isolate these separate 
elements, studying them individually and in relation to the whole system. The 
elements entering into the complex net which is the price system are not, of course, 
restricted to commodity prices. The prices of human services, of land, of capital 
and credit, the prices of business enterprises themselves, constitute elements of 
the price system, and each of these has unique features. 

This system is never at rest. It is a changing organism, with its parts con- 
stantly altering their relations to each other. An account of the working of the 
price system must, therefore, be a dynamic one. Change is of the essence of the 
relations which are here studied. 1 

Kinds of Prices . — Economists generally recognize two types of prices— 
normal price and market price. Normal price is the price at which goods 
and services would change ownership if free and unrestricted competition 
prevailed; if accurate market information were distributed promptly 
and uniformly among both buyers and sellers; if all buyers and sellers 
were equally aggressive, shrewd, and exercised good judgment with 
reference to present and future conditions of supply and demand; and 
if the forces of supply and demand were so flexible that these two con- 
trolling dements of price could be brought readily into equilibrium. 

1 Unu, F. C., The Behavior of Prices, p. 213. 
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Normal price, in other words, is a price that tends to approximate, the 
normal costs of production over a long-time period. Market price, -on 
the other hand, is a price at which goods and services actually change 
ownership from day to day, and even hour to hour. Market price 
reflects what buyers and sellers think of the present and future conditions 
of supply and demand, the degree of competition and monopoly present, 
and the imperfections of our marketing organization and practices. 
Costs of production may have little or nothing to do with the determina- 
tion of the short-run market price. 

Normal Price . — The normal price may be thought of as the price 
which over a long-run period is just high enough to bring a supply of 
goods and services on the market that will adequately meet the volume 
of demand prevailing. During relatively short periods supply may be 
considerably above or below the Remand, and the market price con- 
siderably below or above the so-called normal price. 

The argument supporting the concept of a normal price runs about as 
follows: When prices are above the cost of 'production of the marginal or 
representative producer , 1 new producers tend to enter the field and old 
producers tend to increase their output . 2 This increased output brings 
about keen competition among producers so that prices are reduced until 
a number of high-cost producers are forced out of business or shift to 
some other product or industry. This process of elimination of high- 
cost producers proceeds until a point is reached where the production 
of the least efficient producer still remaining is needed to meet the demand 
at the price that will just cover this cost. When prices are below the 
cost of production — so the argument runs — the volume of production is 
likely to be reduced below the needs of those willing to pay a higher 
price. The result is that competition among buyers tends to raise 
prices, which in turn encourages larger production. Prices therefore are 
prevented from going far above or far below the “normal” costs of 
production of the “representative” firm for an appreciable length of 
time because high prices and large profits attract new producers and 
encourage expansion on the part of old, while low prices and losses bring 
about the failure of high-cost producers and prevent new producers from 
entering the field. The effectiveness of this procedure is, of course, 
greatly limited when “artificial” control devices are injected into the 
price determining mechanism. 

1 The marginal or representative group of producers are those whose costs of 
production limit the volume of production that can be supplied at the price the con- 
sumers are willing and able to pay. “ Marginal costs equal marginal revenues.” 

1 This principle has been exemplified again and again ; for example, the attempts 
to “control the prices” of copper, coffee, rubber, wheat, and cotton have invariably 
been followed by increased production. Arbitrarily raiding the prices of gold and 
silver greatly stimulated production. 
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Prices and Production . — Both demand and supply are affected by 
prices. They, in turn, are causal factors in price determination. Thus 
if the price of a product is increased appreciably and the demand for 
it is elastic, the volume of sales tends to decrease sharply; or if the price 
is reduced, the sales tend to increase substantially. An increase in 
prices, cm the other hand, tends to increase production while a decrease 
in prices, generally speaking, tends to decrease production. 1 

Many interesting illustrations of the effect of price on production may 
be found in our experiences during the period of the World War. Tfhe 
east, south, and California, for instance, greatly increased their swine 
production during this period in response to the high prices paid; during 
the post-war deflation these regions reverted to or below the pre-war 
level of production. High prices during and following the war period 
brought about great expansion in the productive facilities of wheat, 
cotton, rubber, coffee, sugar, steel, copper, automobiles, radios, buildings, 
and many other products. Low prices later tended to bring about a 
severe contraction in production through elimination of high-cost 
marginal producers and curtailment of production by others. The 
rate of decrease in the production of agricultural and natural products 
was slower than the rate of increase during the boom period. This was 
due to political action which gave aid to the harassed agricultural pro- 
ducers, and to artificial control among the producers of natural products. 

Costs and Prices . — When goods are freely produced under conditions 
of varying costs among different producers, prices are determined largely 
by marginal vendibility of the supply and the costs of the typical firms.* 
When the costs are constant, which is a rare situation, and the supply 
constantly flexible, the price is determined by the cost of production. 
Competition among producers tends to cause them to reduce prices 
to the minimum , which is the cost of production plus a small profit. 
Under conditions of increasing and of decreasing costs the tendency is 
for prices to be determined by the costs of the typical group of producers. 
Increased demand in an industry operating under conditions of decreas- 
ing costs may cause an increase in price for a time, followed later by a 
decrease in price due to the lower costs made possible by increased 
volume. The small-scale higher cost producers tend to drop out. 

The Relation of Prices to Supply and Demand . — The price of a good 
tends to rise when: (1) the supply is fixed and demand increases; (2) 
demand is fixed and supply decreases; and (3) when demand increases 
more rapidly than the supply. Prices, generally speaking, tend to 

1 This statement is based on the assumption that costs remain unchanged. 

* Marg i n a l vendibility is the resultant of two forces — diminishing utility of suc- 
cessive units, and inequality of incomes. Taussig, P. W., Principles of Beemtmio, 
VoL I, p. 128. 
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fall when: (1) supply is fixed and the demand declines; (2) demand is 
fixed and the supply increases; and (3) supply increases more rapidly 
than demand. If demand and supply increase or decrease the same 
relative amount simultaneously, the price is not likely to change. The 
result would depend, however, upon the degrees of elasticity of demand. 

The extent of the effect of a change in price on demand depends 
primarily on the degree of elasticity of demand for the product, while 
the effect on the supply depends on the character of the producing 
unit in relation to the amount and flexibility of the fixed capital, over- 
head costs, the financial resources of the management, and the likelihood 
of a more or less permanent increase or decrease in the price. The 
attempts of producers and dealers in the market “to anticipate the 
future trend of prices prevent prices from being the result merely of the 
mechanical adjustment of supply# and demand schedules. 11 Normal 
price, since it is the result of economic and social conditions, is not 
necessarily a morally, ethically, or socially desirable price. 

The fact that there is a definite relationship between prices and sales, 
and also that difficulty is encountered in an attempt to definitely measure 
this relationship is indicated in the following statement by Mr. Knauth. 1 

From this it follows that to increase the demand for any article means that it 
must not be simply lower priced as compared to the accustomed price — it must 
actually be so priced that the new price opens up an entirely new level of demand. 
This is not accomplished by any automatic process of 25% or 50% reduction or 
any other formula that I have been able to find. I think it is more subtle than 
that. It depends on a study of the normal price ranges paid by different income 
class levels for different types of goods, and of course there are progressively more 
persons in each lower income class level. I take it then that it is merely a matter 
of chance that a 25% reduction sale does or does not bring in a largely increased 
demand. The same chance runs true in a third-off reduction or a half-off reduc- 
tion sale, though in those cases the margin becomes so wide that it is almost 
certain that a new income class demand has been opened up. Even there, 
however, it is not always the case. 

There was no increase in sales when the price of Sarouk rugs was reduced 
from $219 to $189. In fact, $234 was about as favorable a price as any of thfon. 

Finding the level of demand, then, in a changing price system is ah extra* 
ordinarily difficult thing and it is no wonder that most of us have blundered as 
badly as we have. But I think if we appreciate the elements involved and the 
focal point at which judgments and experience can most accurately guide us, (he 
error can be marvelously reduced. 

The sales of products that enjoy a stable demand may be affected 
by rather moderate changes in prices. The following statement indi- 
cates how certain price changes affected the sales of gasoline. 

1 Knaoto, Oswald, of B. H* Macy & Company, in a talk before the Boston Ctafc* 
ference on Retail Distribution. 
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Hie interrelations of the various factors affecting gasoline consumption differ 

* widely from state to state. A one cent increase in the price of gasoline in Penn- 
sylvania causes the motorist to use twelve gallons less gas a year. In K a n sas a 

* one cent increase causes a decrease of but three gallons. An added mile of good 
highway increases consumption twice as much in Virginia as in Mississippi. 

4 Psychological factors also play an important part. In 1926 the Virginia tax 
rate was increased 1H cents. The resulting decrease in consumption was more 
" than twice as great as that caused by a 1 cent price increase. Again in 1928, 
when another M cent was added to the tax rate, the decrease in consumption 
was 14 gallons per car, instead of the five gallons which one would expect from a 
H cent increase. The same phenomenon was noted, to a greater or lesser degree, 
in all the states studied. I 

The net effect of all these factors is expressed in a mathematical formula, 
called the demand law for gasoline, which enables us to tell, within two pbr cent, 
the annual consumption of gasoline pei$ motor vehicle, if we know the price, 
highway mileage, and other factors involved. 1 \ 

Price Determining Factors — Market Price . — Market price is' the 
* price at which sales and purchases are actually made; it fluctuates in 
agreement with the changes in the market judgments of the buyers and 
sellers as to the prospective relation between production and consump- 
tion. Market price at any given time, however, does not necessarily 
cover the cost of production for the marginal firm. This happens only 
when producers have accurately forecast supply and demand. After a 
good has been produced, the character of the demand and the volume 
of supply rather than the cost of production tend to determine the price. 
When the product is a perishable good it must be sold immediately at 
the price the buyer is willing to pay, or the seller is likely to suffer a 
total loss. If it is a non-perishable or staple good the seller may be able 
to bargain by withholding a portion of the supply from the market. 
The success of this plan, however, depends upon other sources of supply, 
the possibility of using substitutes, and the intensity of the need of the 
possible buyers. 

The market price depends upon a host of factors that influence the 
supply of the product on the one hand, and the demand for it on the 
other. The supply is influenced by the costs of production, which 
reflect prices paid for various elements that enter therein, such as labor, 
capital, land, insurance, and raw materials; by weather conditions; and 
by producers’ judgments of the relative strength of demand now, and 
what it may be in the near future. 

It is a commonly recognized fact that different producers are likely 
to have different costs of production. This is due to one or more pos- 
sible reasons, such as utilization of more fertile land, better climatic 

1 Report by Perla, Victor, and Roos, C. P. f formerly of the Division of Economic 
Research and Planning of the N.R.A. 
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conditions, more advantageous transportation and storage facilities, 
superior methods and machinery, patented or secret processes, or more 
favorable locations. Price, in these situations, tends to conform with ^ 
the costs of the typical or marginal producer, and not with the costs * 
of the least efficient members — because competition tends to force th«m 
out. Their place may be taken by others just as inefficient, but, If * 
so, they will disappear as soon as they have exhausted their financial 
resources or their credit . 1 

The following quotation explains the mechanics of price determina- 
tion under conditions of free and unrestricted competition. 


It may be said that when competition exists among both buyers and sellers, 
a prevailing market-place price is found which is uniform at the market place, 
except for such variations as account for slight differences in quality, and quanti- 
ties purchased, or are explained by traders’ changing estimations of the market. 
This prevailing uniformity of price results from the fact that in large measure * 
various portions of the goods in the market may be substituted for each other 
and therefore indifferently chosen; and from the fact that most buyers will not 
pay a price higher than that for which they can get the good from another. The 
prices in two different market places, moreover, do not differ, except temporarily, 
by more than transportation costs and handling charges, for competing traders 
will ship goods and level off the price differential. 

At the market place, each buyer, buying from various sellers, pays a uniform 
price to each; and each seller, selling to various buyers, receives a uniform price 
from each. The rivalship of competition, with its narrow profit margins, pre- 
vents a seller from charging high prices to a few and unreasonably low prices to 
others. Buyers are quick to compare price and quality, and as soon as a buyer 
Bees that he is being charged more (considering quality) than the price charged 
by a rival he will change his patronage. Also rival sellers, welcoming ordinary 
gains, will not allow another seller to get a higher price. If a seller should attempt 
to curtail his supply and raise prices in one competitive market and sell at unrea- 
sonably low prices in another, he would find that competitors would quickly 
absorb any advantage that he might have created. A seller with competition, 
therefore, is effectively precluded from practising discrimination; that is, from 
making a difference in prices without a corresponding difference in quality, 
service, or conditions in the terms of sale; or from not making a difference in 
prices for a difference in the service rendered. 

Inasmuch as the market good is exchanged at the market place, it is generally 
necessary to ship it to or from that place as the case may be. To sellers scattered 
throughout the market area the market-place price is reduced by the cost of 
shipping their goods to the buying center and to scattered buyers the market- 
place price is increased by the actual cost of transporting the goods to their 
respective residences. Delivery charges are costly and vary with different 
transactions, and the competitive seller is unable to include them in his uniform 
market-place price. Since the uniform price of competition is automatically 

1 This situation is pathetically illustrated in the independent-retail grocery field. 
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framed at one “ central point" or market place, it is necessarily because of the 
transportation costs and handling charges, equivalent to non-uniform delivered 
prices throughout the market area. 1 

Some Illustrations. — 1. The Price of Lard. — An enumeration of the 
factors, on the supply side, that influence the price of lard serves to 
illustrate the complexity of the price determining factors operating in 
connection with a large number of commodities. Lard is a joint product; 
it is only one of several different products that are secured from the 
hog bought by the packer. It is relatively non-perishable, standardised, 
and may be traded in on the futures market. The price of lard helps 
determine the value of the hog; on the other hand, the price piid for 
the hog by the packer is an important element in the cost of lardA 

The price of lard at any given time is influenced by: (1) The supply 
of hogs and, consequently, their prides; yet because of the fact that a 
portion of the hog can be turned into lard and stored, it is possibly for 
the packer to pay a higher price if there is a possibility of a strong deniand 
for lard three to six months ahead. There are, for instance, twice as 
many hogs received on the Chicago market in December and January 
as in September. A price variation that might be warranted by this 
wide range in receipts is kept down because portions of the hog can be 
manufactured into lard, bacon, and hams, and delivered to the consumer 
throughout the year. It is said that the price of hogs at any time is 
influenced by the probable prices of provisions for six months in the 
future. These probable prices are established in the futures markets 
for provisions. (2) The relative supply of corn and its price. A large 
quantity of low-priced com encourages farmers to feed their hogs longer; 
high-priced com and low-priced hogs cause the producers to market 
their swine earlier. (3) The amount of lard put in storage and in process 
of manufacture. (4) Relative prices of lard and fat cuts. (5) Relative 
price of lard in the export market. (6) Forecast of future demand and 
supply.* 

Following the drought in 1934, a large number of light hogs were 
rushed to market. This caused an oversupply of bacon, fresh cuts, and 
other parts, but an undersupply of lard. The result was that the price 
of lard rose more than 60 per cent above the preceding year, while the 
price of live hogs fell more than (2.00 a hundred pounds. The big 
decline in the exports of lard during 1930-1934 threw a large supply 
on the domestic market, which caused the price to fall. Prices of hogs 
and lard rose rapidly during 1936. 

1 Mtrxn>, V. A., “Prices Under Competition and Monopoly,*’ Quarterly Journal 
of Economic*, February, 1934, p. 298. 

. 9 Armour live-stock Bureau, Monthly Letter to Animal Husbandmen, February, 
1927. 
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3. live-stock Prices. — The following summary of factors that influ- 
ence the price of live stock serves to further illustrate the complex 
situation surrounding price determination. 1 The price level for live 
stock is tine result of the interplay of many factors, e.g,, (1) number of 
animals available for slaughter in the United States and other countries; 
(2) quality of the animals offered for sale; (3) type and weight of live 
stock in relation to consumer demand; (4) condition of the export trade; 
and (5) conditions within the domestic market — general business condi- 
tions, the employment situation, weather conditions, and politics. 
Changes in any of these factors are reflected in the prices paid in the 
live-stock markets. Ability to foresee and discount these changes is 
the basis of success in the live-stock and packing industry. 

3. The Price of Potatoes. — When the production of potatoes in 
thirty-five late-producing states fijlls much below 3.4 bushels per capita 
for the United States, the average seasonal price increases greatly 
over the average of years when the production is more than 3.4 bushels 
per capita. 

The price movement, however, is determined by several factors in 
addition to the per capita production, e.g., quality, business conditions, 
the geographical location of the large surpluses, transportation costs, 
dealers’ margins, and sizes of crops in various sections. Prices are 
determined mainly at points where there is greatest sustained volume « 
of sales. Large markets are both indicators and regulators of market 
price.* Prices of potatoes fell so low during 1935 that Congress added 
this product to the favored group to receive the benefits of the A.A.A. 
plan of benefit payments and crop control.* 

Price and the Bate of Consumption . — When supply cannot be readily 
increased or decreased, price tends to govern the rate of consumption 
and thereby conserves the stock or increases the use. 

The demand side is influenced by the purchasing power of the buyer, 
which is in turn influenced by such factors as wage levels and employ- 
ment conditions; general business conditions; and by a large number of 
other factors that affect the ability and willingness of consumers to buy, 
and therefore influence the sale of goods. 

Prices and Surpluses . — During the period 1930-1933 a drastic decline 
in the prices of a large number of commodities took place throughout 
the world. There was considerable discussion among economists and 
bumness men as to whether this decline was the result of deflation or of 

1 Armour live-stock Bureau, Monthly Letter to Animal Husbandmen, June, 1928. 

* U.S. Department of Agriculture, Farmer *' Butt. 1578. 

•This law, the Bankhead Cotton Control Law, and other crop-restriction laws 
wan repealed in February, 1986 — following the adverse action of the Supreme Court 
with referenoe to the A. A. A. 
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overproduction. There is no doubt that the purchasing power of money 
was greatly increased when used to purchase these particular commodi- 
ties, yet the stringent shortage of money and credit which usually 
precedes and accompanies a typical deflation movement did not appear 
until 1032 and 1933. The fall in prices can, it appears, be explained 
on the basis of overproduction of a considerable number of raw material 
goods and agricultural products which created tremendous surpluses. 
There were enormous surplus producing facilities as well as large sup- 
plies of the following: 1 

o. Agricultural products: wheat, cotton, dairy products, poultry 
products, coffee, rubber, sugar. j 

6. Natural products: coal, petroleum, nitrates, copper, and silvp. 

c. Manufactured products: automobiles, radios, buildings, textiles. 

d . Exportable services: technical information, managerial! and 
manufacturing experience, banking, insurance, transportation, l and 
4 >ther services. 

f. * 

e. Skilled and unskilled labor: largely the result of the introduction 
of labor-saving machinery. 

The drastic fall in prices of the products listed under a and 6 so 
greatly reduced the purchasing power of the producers of these goods 
that they could not consummate their accustomed purchases of manu- 
i factured goods. This situation produced unemployment with conse- 
quent lessened purchasing power among the urban population. 2 

Disposition of the Oversupply. — Three possible methods by which 
these surpluses could be reduced and prevented were suggested: (1) 
seek new markets abroad; (2) diversify production; or (3) curtail pro- 
duction. If a market is saturated, or purchasing power is reduced, 
then the only remedy is curtailing production, and/or artificially 
increasing purchasing power. The A.A.A. and the N.R.A. were designed 
and operated on the assumption that over-production did, in fact, exist. 
The natural objections of the individual producers to limitation was 
reduced through the benefit payments. The droughts of 1933 and 1934 
furnished material aid by bringing about drastic reductions in the surplus 
of agricultural products. Curtailment of production, however, is 
seldom popular among producers and consumers. Consumers want 
the benefits of competition, which gives them lower prices. Each pro- 
ducer desires his competitors to reduce production, but he wants to 
increase his own output. This curtailment plan is, however, the only 
s sure road to a solution. A restriction of world supply always tends to 
stimulate prices. 

* Young, O D. Commerce and Finance, p. 1264, June 26, 1930. 

' * Copeland, M. T., International Raw Commodity Prices and the Devaluation of 

4* Dollar, 1934; Raw Material Price » and Bueineu Conditions, 1933. 
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The relief sought in foreign markets is uncertain. A limited amount 

of relief, to be sure, may be found, but under normal conditions this 
solution for the general situation is unsound. Much of the surplus was 
due to the great impetus given production during the war and to the 
tremendous volume of credit advanced certain foreign countries by 
the United States during 1922-1929. As much of this purchasing power 
was used to buy American goods, production was unduly stimulated. 
This expansion in production facilities and large-volume buying obviously 
could not continue indefinitely. Other factors contributing to the 
formation of surpluses through stimulating production were installment 
selling and methods of artificial price control. Installment selling 
in the United States probably stimulated purchases for a period of years. 
When installment payments for large groups of people reached the 
limits set by money income, new sales ceased to increase; in fact, they 
actually began to decline. * f 

The breakdown of various forms of artificial price control demoralise^ 
the markets for a number of basic products. The plans to raise and keejf * 
high the prices of rubber, sugar, coffee, copper, and nitrates so stimulated 
production for a period of time that the surpluses wrecked the price- 
control plans. Another factor contributing to the surpluses in the 
United States was the development of producing facilities in other 
countries, which reduced their importation of certain goods produced * 
in the United States. American capital and managerial ability moved tp 
foreign countries and established factories to produce goods which had 
formerly been exported from this country. The time when domestic 
surpluses could be dumped promiscuously into foreign markets has 
passed. Foreign countries now promptly take appropriate action to 
prevent such practice. 

Monopoly Price. — A considerable degree of control over prices can be 
exercised by a monopoly because it can limit its output or its purchases. 

A monopoly is said to exist when a person or firm can exercise sufficient 
control over either the supply of, or the demand for, goods to enable 
him, under the conditions of the market, to determine the price to his 
own advantage. 1 The control over supply may result from (1) franchises, 
such as are granted to public utilities; (2) patents and copyrights 
granted by the federal government to individuals and corporations; 
(3) through ownership of the sources of raw materials, most favorable 
location, superior processes and methods; (4) Cartels and pools which 
may, by mutual agreement, limit production and divide territories and 
earnings; and (5) codes of fair trade practice, sponsored and supervised* 
by state and federal governments. Limited or partial monopolies are 
sometimes secured through identifying a product by means of trade- 

■ 1 Gabvsb and Hansen, Principles of Economics, p. 258. 
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marks mid brands, and then developing buyer preference by means of 
effective eales-promotion activities. * 

'The ideal price sought by a selling monopoly is the one that will 
produce the greatest possible total net profit. This is calculated by 
multiplying the net profit per unit by the total number of units sold. 
To secure this ideal total net profit the .unit price must not be so high 
that the volume of sales will be materially curtailed, nor should the unit 
price be so low that even though the volume of sales be large the profit 
on each unit is so small that the total net profit is unsatisfactory. The 
sales price would normally exceed the cost of a marginal producer, if there 
were one. A monopoly usually has to experiment for some time before it 
finds the ideal price. It may be advisable to adjust this ideal price as 
general business conditions change in order to maintain the desired 
total net profit. The success of a pricing plan for a monopoly depends 
to a considerable extent on the degree* of inelasticity of demand fo$ the 
product or service. If the price can be materially raised without appre- 
ciably reducing sales, an ideal situation exists. 

A buying monopoly is unusual. Governments, however, can establish 
themselves as monopoly buyers through legislative action or dictatorial 
edict. Thus the government may designate itself as the only legal 
buyer of gold or bo regulate the price of silver as to assume the role 
of a monopolistic buyer. An oil refiner may occupy a monopolistic 
buying position with reference to crude oil within a limited producing 
area. A manufacturing concern that depends upon one buyer — for 
example, a chain or a mail-order house — frequently finds itself in the 
position of dealing with a monopolistic buyer. 

The following quotation explains the determination of price under 
monopolistic conditions. 

It may be said, first, that monopolists discriminate between customers on the 
baas of their individual valuations. Thus, some individual companies (with 
local monopoly) quote only delivered prices; and so fix them that they will be 
low to customers who are near a rival, and high to those who are furthest from 
competition. Secondly, it was observed that monopolists discriminate between 
different markets by employing a system of uniform national (or zone) prices; 
by the basing point plan of delivered prices; or by foreign “dumping.” Under 
a uniform delivered price system, which is represented by the extreme case of 
absorbing freight, sellers receive from buyers near the market place a net price 
greater than is received from distant buyers. The basing point system also 
results in a situation where all sellers, except those having mills at the baaing 
# po£nt (and who sell only at the basing point price plus freight), receive net prices 
which differ by the extent to which they “absorb” freight in shipping goods 
toward the basing point. And the familiar case of foreign “dumping” is based 
upon the sale of goods in a foreign country at a price less than the domestic price 
lins transportation charges. Only in one case (the Pacific c&nners) was it 
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observed that a groups of monopolists, localised in a (Attain production center, 
charge a uniform f.o.b. price. 

How can one account for the existence of the foregoing price differences, not 
based upon a corresponding difference in quality, service, or conditions hi the 
terms of sale? Under competition it has appeared that a seller is unable to get 
a difference in price without makiqg a corresponding difference in the nature of 
the transaction. Under conditions of monopoly, however, the price nruffilgg 
process changes significantly. The monopolist (or group in collusion) is not 
forced to adjust himself to the "going” price of others; instead he can fix a price, 
keeping in mind such actual or potential competition as there is, and adjust his 
operations to secure the maximum profit. In the examples of monopoly here 
considered, it was typical for monopolists to discriminate among customers by 
making a difference in prices without a corresponding difference in quality, 
service, or conditions in the terms of sale, or by not making a difference in prices 
for a difference in the service rendered : and consequently, to receive at the market 
place from their customers widely varying prices. A monopolist can so discrimi- 
nate because buyers, or sellers, are unable in varying degrees to turn to an inde- 
pendent and efficient producer. With conditions of competition, however, it 
was found that sellers receive at the market-place a uniform price from all cus- 
tomers; and that such a uniform competitive price is necessarily, because of 
transportation charges, equivalent to non-uniform delivered prices throughout 
the market area. 1 

Limitations on Monopolistic Power . — There are very definite economic 
restraints on the full use of monopoly power. The public service com- 
missions of the various states regulate the prices which public utilities 
can charge for electricity, gas, and street car service. Telephone anti* 
railway companies also are subjected to a certain amount of govern- 
mental regulation. These legal regulations and restrictions are largely 
the result of the arrogant attitude assumed by some of these monopolies 
in the early days of their development. Their experiences with govern- 
mental control have served as an object lesson for other monopolies. 
Such organizations now usually give consideration to public opinion 
and to the possible attitude of certain politicians before setting an 
abnormally high price. If the general public feels that the price of goods 
or service is unreasonably high, it may institute a boycott car start 
agitation for governmental investigation, regulation, and state ownership. 
These ever-present possibilities provide a wholesome restraint on the 
actions of over-ambitious managements that might otherwise be unmind- 
ful of the economic interests of the public. The efficacy of political 
action in bringing about a reduction in utility rates and valuations was* 
exemplified during 1934 and 1935. 

1 Mi ran, V. A*, "Price* Under Competition and Monopoly,” Quarterly Journal 

Economic*, February, 1934, p. 298. 
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The competitive equation presents another restriction on the prioe 
that a monopoly may charge. There are few products and services for 
which some form of substitute cannot be found. The substitute may be 
inferior, and may be undesirable in some respects, yet many consumers 
may purchase it rather than the high-priced product of the monopoly. 
After the public has turned to the substitute it may not readily return 
to the original product even though its price be materially reduced. 
In this day of synthetic products the advantageous position of many 
monopolies has become quite precarious. 

Unduly high prices are likely to draw competitors into the hitherto 
monopolized field. The attempt of the copper, rubber, sugar, andj coffee 
producers to control prices through control of production in the knajor 
producing centers failed because the high prices resulting promoted 
development of production facilities ip other parts of the world where 
the output had been negligible before the period of high prices. Ger- 
many, for example, produced 100,000 tons of synthetic gasoline in 1933; 
the estimated production for 1934 was 150,000 tons, and for 1935 approxi- 
mately 200,000 tons. Alcohol is produced from potatoes, and mixed 
with gasoline; gasoline is produced also from lignite, shale, and coal. 
Artificial fibers are being experimented with to take the place of cotton. 

Price Policies and Practices. — Acceptable marketing practice requires 
that the selling price be high enough to cover the expenses of production 
and marketing, plus a reasonable profit to the manufacturer. The retail 
price must cover, in addition, the necessary margin of cost and profit 
for the wholesaler, retailer, and other necessary functionaries. Society 
^cannot, however, be expected to pay a price high enough to keep in 
operation producers and merchants whose methods are so inefficient 
or whose products are so inferior that there is excessive economic waste. 
The tendency to do this was one of the major objections to the codes. 

Our previous discussion has shown that there are two limits to price. 
An increase in price is retarded by a tendency toward increased produc- 
tion and decreased sales, while a reduction in price is retarded by 
decreased profit which is normally followed by reduced production. 
Decreased supply, the result of reduced production, in other words, 
tends to prevent prices from remaining for a considerable length of 
time below the costs of production of the representative firm; and 
decreased sales, which may be the result of exorbitant prices, tend to 
prevent prices from remaining for a considerable length of time above 
, the costs of production. 1 High prices do not necessarily bring high 
profits unless an entire industry agrees to maintain high prices. Compe- 
tition usually forces prices down. Even if an entire industry agrees to 

1 The student should keep in mind that we refer to the “costs" of the “repre- 
sentative ” producer. 
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ma i nt ai n high prices, consumers usually can and wifffind some substitute 
at a lower price. large profits are more likely to result from low prices, 
which are made possible through efficient production and low-cost 
marketing practice. The high-cost producer and marketeer, who must 
charge high prices will soon succumb, unless protected by some artificial 
arrangement, to the more far-sighted firm. It is to the economic 
advantage of both the producer and the consumer to have reasonable 
prices. The producer must constantly compete aggressively for the 
consumer’s favor. The manufacturers of such products as radios, 
mechanical refrigerators, oil burners, automobiles, and washing machines 
recognized this principle of pricing in 1934 and 1935, and consequently 
enjoyed a large expansion in sales due to the lower prices quoted. Public 
utilities have learned that reduced rates encourage larger per customer 
use. The automobile manufacturers have consistently followed the 
practices of “giving more for less.” 

Prices on the Organized Produce Exchanges. — Between the two limits 
stated above, there is considerable opportunity for managements to 
manipulate prices or at least to exercise a considerable amount of control. 
The forces of supply and demand have an opportunity to approach the 
ideal state of free competition through an organized exchange. Here we 
find prices changing constantly during the process of establishing an 
equilibrium between the forces. Buyers are constantly bidding to buy, 
and sellers offering to sell, at stated prices on the basis of their informa- 
tion with reference to present supply, demand, and prices, and their fore- 
casts of future conditions. Producers and buyers as individuals can 
exercise very little control over prices in such markets. If they buy or 
sell in these markets, they must accept the prevailing prices. The 
individual farmer, miller, packer, and other producers and buyers of 
goods used as raw materials must take or pay the market price prevailing 
at the time they may negotiate their transactions, irrespective of the 
cost of production or the profit to the producer. Prices of goods traded 
on organized exchanges are the most sensitive of all prices to the fluctuar 
tions in the action and interaction of the forces of supply and demand. ' 

Wholesale and Retail Prices. — The wholesale markets for manufactured 
goods are not so highly organized as the produce exchanges. The move- 
ment of prices, consequently, is somewhat more sluggish. Market news 
is not so uniformly distributed. The elements of cost for many wholesale 
products are fairly stable so that if the cost of the raw material does 
change, it may not greatly affect the cost of the finished product. The 
cost of raw wool, for instance, in a $50 suit of clothes is only a small 
fraction of the wholesale price. 

The retail markets reflect changes in supply and demand much 
leas promptly than the wholesale markets. Consumers become accus- 
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tomed to paying certain customary prices and strongly resent an increase 
in such prices while they are not insistent on frequent reductions. When 
a retailer receives a shipment from the wholesaler or manufacturer, he 
usually tries to sell it at a uniform mark-up. He is not likely to raise or 
reduce his prices until he receives a new shipment even though whole- 
sale prices have changed. The customary attitude of the consumer 
encourages this practice. The more recent practice of hand-to-mouth 
buying on the part of retailers, the emphasis on rapid turnover, and the 
aggressive selling policies of chain stores have tended to make retail 
prices more sensitive. There may be a wide variation in the prices of 
identical goods sold in retail stores on the same street withii^ two or 
three blocks of each other. Some producers and merchants attempted to 
eliminate this practice by means of codes. Only partial success, however, 
was attained. Changes in prices i^ove slowly from the raw material 
markets through the wholesale markets to the retail markets, and with 
greatly diminished intensity. 

There are occasions when the impetus comes from the consumer. 
Retail prices may be forced down by greatly decreased sales, so-called 
buyers* strikes; or the consumers may begin to buy in larger quantities, 
or more frequently, so that the retailer's supplies are soon exhausted. 
The retail merchant orders from the wholesaler whose stocks likewise 
are quickly depleted, and who then sends larger orders to the manu- 
facturers. The manufacturer, as a result of this increased activity, 
steps-up production, buys more raw materials, lures more workers, 
p and purchases more machinery, supplies, and equipment. The raw mate- 
rial and wholesale market prices quickly reflect the changed situation. 

Goods sold to industries are sold largely on a specification and price 
basis. The knowledge and skill of the purchasers for these industries 
are such that they can bargain on a basis of equality with the sellers. 
Competition is keen among sellers for the business because of the large 
potential supply resulting from the ability to quickly expand production 
facilities. The result is that prices tend to approach the cost of produc- 
tion of the representative firm, and in some instances, the cost of the 
highly efficient firms. Since the demand for this class of goods is, 
generally speaking, inelastic, sales cannot be stimulated by moderate 
reductions in prices. A reduction in the price of steel, for example, 
would not encourage a manufacturer of typewriters to increase his 
purchases of this commodity. 

Merchandise that can be given an individuality or distinction of its 
own, or is produced by a firm whose prestige is great, may be sold on a 
quality rather than on a cost basis. Competition among sellers in such 
eases is not so great; consequently, the price may cover a semimonopoly 
profit. Such merchandise and services are said to be sold at the market 
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plus. Professor M. D. Taylor reached the conclusion, based un Ida 
price study in Durham, N.C., that branded merchandise which compete^ 
directly with the same Commodities sold in bulk or for which cheaper 
substitutes are readily available, declined the most during the depression; 
brands which do not compete directly with bulk products, or for which 
no exact substitutes are readily available, or which, because of extensive 
advertising, occupy a somewhat exclusive position, declined least. 1 

The Consumer and Retail Prices . — Some consumers rely on price as a 
guide to quality. This permits and encourages the unethical «ell«r to 
charge prices higher than costs warrant. Two brands of shoes, hats, or 
suits, for instance, may be of essentially the same quality, style, and 
other features of desirability. One brand may be priced at 25 to 50 
per cent more than the other, yet it might be sold just as readily as 
the lower-priced article — and, in some cases, even more readily. This is* 
possible because some consumers tkink the higher priced article is the 
better value; or they get a certain amount of pleasure in paying a higher 
price than some of their neighbors. 

Retailers, wholesalers, and manufacturers have learned from experi- 
ence that there are definite prices which people are willing to pay for 
certain articles. What these prices are depends on the class of clientele 
catered to, the nature of the product or service offered for sale, and 
general business conditions. This situation encourages production of 
articles to sell at these prices. Quality may be reduced in order to make 
it profitable to produce and sell the article at the given price. The 
merchandise sold in the chain variety stores, some department and 
mail-order stores, and chain shoe and clothing stores furnish good illustra- 
tions of “articles built to a definite price.” 

These limitations placed on prices by the consumer have led some 
retailers to adopt the practice of price lining; i.e., the management 
concentrates its marketing activities on merchandise meeting specifio 
demand levels. Some retailers establish three price ranges for each 
major line of merchandise. Thus all shoes stocked by a given retailor 
may be priced at $2.50, $3.50, and $4.50 a pair; men’s suits at $22.50, 
$27.50, and $32.50 each. The merchant, on the basis of his experience 
and observation, sets such prices at the levels which, he believes, will 
meet the approval and purchasing power of the greatest number id 
possible buyers. When there is a major shift in general prices so that 
the purchasing power of money and the costs of production are greatly 
reduced or increased, these specific prices may have to be raised or lowered 
accordingly. Some producers and merchants try to maintain their 
established price levels and absorb small losses and retain small extra 

* T&itiOb, M. D., “Prices of Branded Grocery Commodities During the Dijnee 
«®i” Barnard Business Bmete, pp. 487 July, 1984. < : 
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fains due to minor shifts in the general price levels. Others have 
ipaintained their levels by reducing quality and quantity 1 when general 
prices rise and by giving better quality when general prices fall. Com- 
petition, however, among producers and merchants tends eventually to 
force new prices on the upper or lower level as the case may be. 

Merchandise made to order and that produced by semimonopolies is 
usually priced on a cost-plus basis; that is, the cost of production and 
marketing is rather accurately calculated, the desired margin of profit 
added, and the price set accordingly. 

Price Quotations. — The result of the action and interaction of the 
complicated forces that determine prices finds expression in price quota- 
tions. Prices that flow from organized exchanges result from the 
competitive bids and offers of buyers and sellers. Prices c tf many 
materials and services traded in among individuals in the unorganized 
markets are the results of “higgling'* and “bargaining.” The prices of a 
large number of manufactured goods that pass directly from the producer 
to the user and through the various forms of middlemen are quoted 
according to trade custom and firm policy. Some of the more com- 
monly used forms of price quotation are discussed in the following pages. 
The student should bear in mind, however, that the firm does not arbi- 
trarily set the price. Its prices must, in the long run, reflect the competi- 
tive situation, the costs of production and marketing, the condition of 
supply and demand of goods, and the effective supply of money or 
credit. 

The One-price Policy . — A large number of manufacturers, whole- 
salers, and especially retailers, have adopted the one-price-to-all policy. 
This means that during a given time interval goods of the same quality 
and amount are sold to all buyers of the same classification at the same 
price. Higg ling is, under no condition, resorted to. This policy, 
however, does not prevent price changes. A commodity may *be sold 
during one month, week, or day at $5, for instance, and the next day, 
week, or month be sold at $4 or any other price the management may 
find advisable. The characteristic feature is that all buyers are required 
to pay the same price during the given period. If the prospective 
purchaser needs or wants the article intensely enough to pay the price 
asked, he buys; if not, he refuses to buy at the asked price. No time is 
wasted in arguing about the terms. If the seller finds his sales seriously 
reduced because of the price, he may eventually lower it. 

Contract Price . — Some prices are quoted on a contract basis; <•«., a 
firm agrees to supply a certain quantity of goods or services of a given 

1 Some producers have attempted to solve the problem by using the questionable 
practice of keeping the same size package, for instance, but reducing the amount or 
quality of the contents. The consumer resents this attempted deception. 
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quality for a given period of time at a stipulated price. This price any 
be the result of competitive bidding, individual bargaining, or it may be 
quoted on a cost-plus basis. Coal, copper, timber, construction work, 
and individual services are sold, usually, on a contract basis. A number 
of labor unions enter into such contracts with employers. Mlllr pro- 
ducers’ associations and distributors frequently deal with each other 
under the contract form . 1 This form of price quotation performs an 
economic function by removing the risk of change during the period 
covered by the contract. 

Charging What the Traffic Will Bear . — Producers of monopoly and 
semimonopoly goods sometimes set their prices on the basis of “ what 
the traffic will bear.” Because of the favored position held by the 
producers of such merchandise and services, the producers can quote a 
price that will give them the greatest total net profit. Competition 
among the sellers is not usually l^een enough to force prices down to 
the cost of production of the least efficient producer. The character 
of the clientele is usually such that a considerable number of buyers are 
able and willing to pay a price that furnishes a fairly wide margin of 
profit on each unit. Products whose demand is inelastic furnish the 
best opportunity for charging what the traffic will bear. 

Basing-point Systems . — A price may be quoted as if a product were 
manufactured and shipped from one point, when in fact it is produced 
and shipped from another point. At one time steel sold in the Middle 
West was quoted on the Pittsburgh-plus basis. Thus a manufacturer 
in Milwaukee would be quoted the Pittsburgh price plus freight from 
Pittsburgh to Milwaukee, when in fact the steel might be produced in, 
and shipped from, Gary, Ind. This system was possible as long as 
the Mid-west area had to depend on the Pittsburgh and Youngstown 
production centers for a portion of its supply. After the Chicago-Gary 
steel center was developed to the point where it could supply the demand 
of this section, the Pittsburgh-plus plan was abandoned. The rapid 
development of production units in market centers throughout the 
country tends to diminish the desirability of using the baring-point 
system. 

Some of the arguments against the basing-point system are indicated 
in the following quotation taken from a report by the Federal Trade 
Commission to the President: 

The Commission concludes that not only has the basing point system dis- 
torted normal competitive relationships among producers, but also among 
fabricated consumers. It has given an advantage to such consumers located 
at basing points over those not bo located. It has placed it within the power of 

1 tTnder a Wisconsin law the state can set the minimum price that can be paid 
the farmer for his milk. 
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those determining the location of such basing points thereby to determine what 
cities shall be built up by making them basing points and what cities shah be 
handicapped by refusing to make them basing points. Thus natural advantages 
of location are ignored and an artificial basis is given to industry* which in turn is 
reflected in the prices of both fabricator and ultimate consumer by including 
artificial transportation charges. 

The basing point system provides “unfair competitive advantages for pro- 
ducers” over consumers in that it makes identical delivered prices for all pro- 
ducers at any given delivery point and so deprives the oonsumer of the benefits 
of price competition. These advantages are “not based on natural causes” 
since they are gained by neutralization of natural advantages and disadvantages. 

The disadvantages for consumers, therefore, resulting from the baring point 
system are in no case “based on natural causes,” since the basing point system 
itself is characteristically artificial and its chief effect on the consumer ia through 
prices either artificially high or artificially discriminatory. As to the fatter the 
basing point system may be so administered by the code authority, the &oard of 
Directors of the Steel Institute, that prices to buyers in one territory iaay be 
made less than the regular delivered price, while no concession is allowed to 
buyers in adjacent territory. Instances of this are cited in the report. By such 
action of the code authority, Toledo fabricators are compelled to pay several 
dollars a ton more for their steel from Pittsburgh or Cleveland than fabricators 
at Detroit, Lansing, Pontiac and other Michigan points for the same steel hauled 
through Toledo. 1 

Some of the consequences of the utilization of the basing-point plan 
and some suggested remedies are indicated in the following statement. 

One consequence of basing delivered prices upon a point which is not the 
actual shipping point of the seller is that every such non-basing-point seller 
discriminates between his customers in the prices which he charges them for his 
product. A second significant characteristic of the basing-point system is the 
sharing of territories which it promotes as between shippers located at different 
points. The price relationships of the basing-point system make it possible 
and probable that a sharing of territories becomes general over a wide area. 
Basing-point sellers are able to sell without sacrifice to any point in that territory. 
The non-basing point seller on the other hand, receives low net returns on sales 
toward the basing-point and beyond, but makes up the deficit through the high 
returns received in the area near its plant where it has an advantage in freight 
rates over the basing-point. 

A third consequence of basing-point prices is the levying of larger total freight 
oasts upon consumers because of the cross-hauling. Under a system of mill-base 
prices the amount of such excess freight incurred would probably be insignificant 
as compared with the very extreme amount of cross-hauling which appears to be 
normal in the basing-point industries that have been studied. 

to to remedies, one substitute suggested is the mill-base system in which each 
mffl at any given time charges uniformly to all customers its one current price 
at the mill regardless of destination. Some compelling force would be required 

1 Quoted from Domestic Commerce, p. 163, Apr, 10, 1986. 
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toinatall and retain this system, as It is no more natural or self^ustaifilng than , t 
the other. * ' 

Increase in the number of basing-points employed in a multiple basing-poiat 
system appears as a step in the direction of striking a balance between the two 
extremes, but this would reduce neither cross-hauling nor discrimination in 
prices. , 

A more promising substitute would be to place a limit on price discrimination, 
to stimulate price competition. Under such a rule each mill would sell at its 
maximum mill price in the territory surrounding its location, and would expand 
that territory outward until it reached a point where the delivered priees of 
another mill would prevent it from getting its maximum return. Beyond that 
point it would continue into the territory of other mills, receiving less than its 
maximum net return in doing so. Instead of reciprocity in the matter of sales 
areas there would be mutual exclusion, reduction in the limit of permissible 
discrimination would confine each mill more strictly to the area carved out for it 
by the relation of its base price to the lAse price of other mills. The incentive to 
price competition would be called into play, but could be controlled by the extent 
of discrimination permitted, and it need not be pushed so far as to lead producers 
to eliminate themselves from the competitive picture through consolidations or 
secret price agreements . 1 


As competition becomes keener among producers of standardised 
products, raw materials, and supplies, there is a tendency for priees to 
be quoted by the nearest producing center plus freight from this point. 
Competitors who are not so favorably located may be forced to quote 
the same delivery price. The less favorably located producer in such 
instances may actually pay part of the freight in order to get part of 
the business. Manufacturers of merchandise of small bulk and weight 
and of high value usually quote a flat rate applicable throughout the 
country. Manufacturers whose products are bulky frequently absorb 
part of the transportation costs by quoting prices on a zone basis; 
the cotintry is divided into districts or zones, and the price quoted in 
each district is uniform. 

An identified and nationally advertised product may be held in such 
high esteem that the producer can quote f.o.b. shipping point prices, in 
which case the purchaser pays the freight from the factory.* This 
practice is rather generally followed by the automobile industry. 

1 Montgomery, Donald E. t Consumers Counsel Division of the A.A.A., “ Baain g- 
Point Prices,” in National Marketing Review , Summer, 1935; digested in Dome* ie 
Commerce, June 20, 1935. 

* Some other forms of quoting prices are: c.a.f. (cost and freight) sales — the seOmg 
price includes freight charges to destination and all taxes are paid by the shipper? 
GJL6. (coat and charges) sales, s ame as f.o.b. except selling price includes freight, icing 
and heating charges to destination, and any taxes involved ; ca.f. (cost, insurance, and 
freight) sales, an f.o.b. quotation which includes taxes, insurance, and freight changes 
to destination; s.a.p. (subject to approval of price) sale-rthis is really a future sate 
with the : price to be named later based on the cost of production — it is used In this 
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Customary Prices . — Habit is an important factor in the retail fiehL 
Consumers become accustomed to paying a certain amount for articles 
bought frequently and used continuously. The merchant, realizing the 
ill mil that is likely to develop if he raises prices, usually does not lower 
them unless he is forced to do so by competition. A large number of 
retailers set their prices by using a conimonly accepted mark-up system. 
The percentage figure may be different for different products. Certain 
rapidly selling staples, such as sugar, have a relatively low mark-up 
figure, while highly perishable products, such as fruits and vegetables, 
may be burdened with a high mark-up because of the risk of lqss from 
spoilage. Slow-moving merchandise, such as jewelry, will customarily 
carry a high mark-up. The controlling factor back of the sizd of the 
mark-up figure is the cost of selling . \ 

Follow the Leader Plan. — There is in many industries one outstanding 
producer whose position and prestige are such that the other ipanu- 
facturers look to him as a pace setter as far as pricing is concerned. 
The small producers may feel that it would not be to their interest to 
reduce prices below those quoted by the leader because he might start 
a price-cutting contest. If the industry were one of decreasing costs, 
the larger producer would have such an advantage that he could probably 
drive the smaller producers into bankruptcy. Even if his advantages in 
production were not important, his superior administrative organization, 
financial resources, and efficient marketing methods would probably 
give him an advantage. 

When there are a number of producers, all more or less on an equally 
strong competitive basis, one may be accepted informally as the leader, 
or informal meetings may be held in which information that can be 
used as a guide to the group is given out, so that prices quoted by each 
producer will be essentially the same. 

The Open-price Association . — The purpose of this type of quotation is 
to stabilize prices and prevent underselling among competitors. It 
provides a means by which the prices that are being quoted by each 
member of the association become available to all other members. 
This plan was in vogue in several industries during the time of the codes. 

On Basis of Classification of Buyers. — Some producers quote prices on 
the basis of some classification of the buyers. Thus the wholesaler is 
quoted one price, and the retailer a higher price. If sales are also made 
direct to the consumer, he will be charged a price higher than the one 
quoted to the retailer. This system requires a definite classification of 

canning industry; “to arrive” quotation — a price is offered if the merchandise arrives 
within a certain definite period of time at a designated destination — the seller assumes 
tiie risks of loss and damage in transit, and pays freight and other charges; tire buyer 
assumes the risk incident to price fluctuation. 
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buyers! which is not always satisfactory to all the parties concerned* 
Chain stores want a wholesale classification; many small wholesalers 
object! and insist that the chains are retailers — even though they may 
buy in tremendously large quantities— and that they should be farced 
to pay the prices quoted to other retailers. There was much controversy 
during the time of the N.R.A. as*to the classification of buyers, the rate 
of discount which each one should receive, and the retail price to be 
paid by the consumer. The objective was to stabilize prices and reduce 
price competition. 

The Use of Discounts and Allowances . — The difficulties arising in 
working out a satisfactory classification of buyers have led a number of 
manufacturers to quote prices at a certain discount from the list price. 
The list price is quite frequently the suggested retail price. The dis- 
counts vary according to the volume of purchases made by the wholesaler 
or the retailer as the case may be.* Thus one company quoted quantity 
discounts as follows: on a purchase of five cases 1.1 per cent was allowed; 
on twenty-five cases, 2.2 per cent; and on a carload lot the discount 
granted was 4.4 per cent. The quantity discount is justified on the 
basis that marketing costs per unit are lower when goods are sold in 
large quantities to individual buyers. 1 

Some manufacturers allow a specified discount if the merchant 
stocks the full line of the producer’s goods; others allow a discount from 
the list price if the merchant gives the merchandise preferred display 
position in his store. 

A committee of Congress found in its chain-store investigation that 
the Great Atlantic and Pacific Tea Company received, during 1934, 

1 The primary purpose and effect of the quantity discount is to encourage larger 
orders. Outstanding among the advantages which accrue from larger orders and 
which benefit the general public as well as the manufacturer, are: (1) They reduce 
production costs; (2) reduce selling costs; (3) increase consumption; (4) increase the 
manufacturer’s profit; (5) reduce the consumer’s price; (6) by increasing consumption 
of the product they not only increase employment but likewise increase the con- 
sumption of the raw material entering into its manufacture, and employment among 
those engaged in producing such raw materials; (7) tend to raise the general standard 
of living. 

Obviously, if one can make it worth while for a prospective customer to buy a 
carload instead of twenty cases, you are protected against the loss of that customer’s 
business, with respect to the difference between the twenty cases and the carload 
purchase. Selling a larger order insures, to a certain extent, against a competitor’s 
getting part of your customer’s business. It makes no difference whether the quan- 
tity discount is granted in return for the immediate purchase and delivery of a given 
quantity of goods or takes the form of an “annual” or “periodic” discount for the 
purchase of a given quantity of merchandise within a specified period. Godfrey M. 
bebhar, Editor of Chain Store Age , “Quantity Discounts — A Defense,” in The Ameri* 
cm Marketing Journal, July, 1935. Digest published in Domestic Commerce Aug. 
10, 1935. 
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in the form of advertising allowances 16,106,000 pins brokerage earnings 
of* about $2,000,000. 1 The allowances were granted on the basis of 
contracts between the chain-store organisation and 343 manufacturers. 
Some manufacturers allowed 2 per cent, while others allowed as much 
as 20 per cent. General Foods, for example, allowed approximately 
$30,000 a month, or $360,000 a year, on an annual purchase by A. & P. 
of approximately $9,000,000 worth of merchandise. This is equal to a 
discount of 4 per cent. The monthly figures were adjusted, however, so 
that the allowance equaled 5 per cent of purchases. The total sales of 
A. & P. for the year ending February 28, 1935 were 
the cost of the goods was estimated at 80 per cent of this 
approximately $674,000,000. The advertising allowance 
slightly less than one per cent of the wholesale value of total 

It is obvious that the chain cannot mention the hundreds of 
products purchased from the 343 minufacturers in its 
radio advertising each week. These manufacturers do, however, receive 
valuable sales-promotion service from window and store displays — 
there are 15,200 A. & P. stores — counter cards, counter and shelf arrange- 
ments, and the prestige of the chain. A large proportion of the so-called 
advertising allowance should, no doubt, be called a discount based on 
quantity purchases by the chain. There is a question as to whether this 
practice is unfair. The small independent grocer believes that it is; 
the consumer who receives a benefit in the form of lower prices may not 
be so sure. 

To overcome seasonal buying and to even out the production schedule, 
the producers of certain seasonal goods have found it advisable to give 
discounts on merchandise bought by merchants during the off season. 
Forward dating of invoices, which is a form of credit granting, is some- 
times used for the same purpose. Free deals, an extra case of goods, or 
some other stated quantity of the merchandise bought are sometimes 
given the dealer to create goodwill, introduce a new line, and to secure 
more intensive cooperation. These free deals, unless they are in pay- 
ment for some additional service furnished by the merchant, constitute 
reductions in price. 3 

1 Sales Management, July 15, 1935. The discounts received by a number of 
other chains were revealed by the committee in its later investigations. 

• The reader should bear in mind that the investigation did not show that the 
A A P. company was the only purchaser receiving discounts and allowances from the 
manufacturers. 

1 Hie free deal, according to L. S. Lyon, is a method of pricing and mer cha nd ising 
fa the field of branded, standard-price products. Six factors are involved in its use, 
fas. : a giver, a recipient, a basis for the offer (either purchases or sales by the recipient), 
a faft, dimensions of time, quantity, area, and value, and the presence or absence of 
familiari ty with the revenue product or service. 

Dr. Lyon contends that the free deal is an effective device. He believes that H 
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The amount of the discounts and the conditions under which they 
are granted depend largely on the custom of the trade and the degx&e 
of competition prevailing. There is a possibility that a discount plan 
may degenerate into a rebate practice. The courts have held that 
secret rebates may constitute unfair practice. 

Odd Prices . — At one time retailers typically quoted prices in “round” 
or even figures, thus 5, 10, 25, 50, 75 cents, and the dollars. Chain stores 
and mail-order houses, among others, quote many prices in odd figures; 
for example, 17, 19, 23, and 98 cents. These prices are probably used 
because they give the impression that they have been reduced from a 
higher price. The prices 19, 21, and 23 cents may lead the buyer to 
think the original price was 25 cents. Some experienced merchants 
believe that a price of 79 or 83 cents is just as good as 75 cents, if not 
better. These odd prices cause inconvenience in making change, and 
in a great many cases not only d *o not represent reductions, but may 
actually be advances over the customary price. When they are the 
result of real reductions, they are acceptable, but when they are used 
simply to deceive the unsuspecting buyer, the management is following 
low business standards. 1 The following statement presents an interesting 
discussion of the practice of using odd prices. 

For many years retail merchants have quite generally believed that the use 
of odd prices increases the sale of merchandise. 1 have not done sufficient 
research on this subject to determine when the use of odd prices became prevalent 
throughout the retail trade. I do know, from my own retail experience, that 

works better than price reductions, and so long as this is true it must be used by all 
competitors if it is used by any. Deal givers believe that deals are seductive even 
in selling to mercantile buyers; therefore strong arguments against them must be 
brought forward before deal givers relinquish their use as a form of sales strategy. 

This report shows how the more or less harmless policy of allowing the dealer a 
small amount for advertising or promotional work which he might do at the point of 
purchase has gradually evolved into a sharp competitive tool which has become in one 
form or another a matter of concern both to courts and to trade practice conferences. 

One maker of women’s toilet goods is reported as having spent, in 1928, $2,218,000 
for “space” in the usually accepted media and $2,150,000 for “allowances.” In 
1980 the picture had so changed that only about $700,000 was spent on space 
advertising while $3,500,000 was spent on “allowances.” 

A maker of smokers’ accessories is reported as giving $422,000 for “cooperation*” 

The Gillette company is reported as agreeing to pay to the Schulte company in* 
1930 about $500,000 for featuring Gillette blades that year. 

When such sums are being handed out it is only natural that manufactures*! 
wholesalers, chain stores, brokers, and retailers become involved in very serious 
conflicts of interest. Leverett 8. Lyon, Advertising Allowances — A Phase of the Prices 
making Proem. Washington, D.C.: The Brookings Institution, 1932. 

*8ofttte department-store managers say they use odd prices as a means of eon* 
trolling the sales force. Since odd prices usually necessitate the making of ch a n g e 
they tend, it Is argued, to disccmrsge dishonesty on the part of the salesperson. 
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for the past 15 years, odd prices have generally prevaikd rather than even prioes 
in.the marking of merchandise to be offered to the public. 

Does this practice really sell more goods? I am frank to say that I do not 
know, and I doubt if anyone else knows the exact answer to this question. 

An article is presumed to sell better at 95j4 or 98j£ than at (1.00, because, 
psychologically, the customer thinks of it ip terms of less than a dollar. Simi- 
larly, an article at $1.95 is presumed to sound considerably less expensive than 
when marked $2.00. Recent experiments which we have made at McCreery’s, 
have led me to question the blind faith that most merchants, particularly adver- 
tising managers, merchandise managers, and buyers, have in the appeal of odd 
prices. t 

There are certain prices for particular items, such as handbags for $2.95, that 
have been featured by all stores for such a long period of time that they have 
become the accepted prices. As the customers finally determine many things 
for us, I realize that in such cases, we retailers have set upon a path from which 
there probably is no turning back. Hdvever, just because we can selj more 
handbags at $2.95 than we can at $3.00, it does not follow that more dresses can 
be sold at $24.75 than at $25.00, nor more chairs at $14.95 than at $15.00. In 
my opinion, too many of us merchants have a tendency to generalize from specific 
instances. Because we can prove that a certain odd price is what customers are 
used to and, therefore, what they expect in a specific instance, we apply this as a 
principle to our entire scheme of price lining. 

When New York State passed a Sales Tax law a year ago, forcing retailers 
to pay a 1 per cent license tax to do business, merchants discussed ways and 
means of passing this tax on to the consumer. In New York City an experiment 
was tried whereby 95^ items were raised to $1.00; $1.95 to $2.00; $2.95 to $3.00; 
$3.95 to $4.00; $4.95 to $5.00, etc. This experiment was not particularly success- 
ful, partly due to the fact that one or two leading merchants failed to follow the 
plan, and this competition had to be met. Also, there was the fact that certain 
items of merchandise, as mentioned above, particularly those items that had been 
featured for years at a certain price, had become fixed in the minds of consumers, 
and there was customer resistance. The entire experiment was not a /allure, 
however, and from it some of us gained interesting lessons. We discovered that 
we could sell men's ties as readily at $1.00 as we could at 95ff; we discovered that 
7H sold as much hosiery as was formerly sold at 69ff; that $1.00 was equally as 
good a price for women’s hosiery as was 95ff; that in silk underwear $2.00 and 
$5.00 were excellent price lines, instead of $1.95 and $4.95, although there was 
some resistance at $3.00 as compared to the old $2.95 price; we found that dresses 
^at $16.50 sold equally as well as at $15.95; and that in the upper brackets of 
gftady-to-we&r, furniture and home furnishings, customers apparently were 
unaware of the fact that merchandise was now being offered at even prices. 

Our handbag buyer is now forced by competition to use a $1.95 price for 
most of her bags selling at around this figure. She recently was able to secure a 
splendid assortment of washable summer bags that were not offered to anyone 
else in the city. Even though we use the $1.95 handbag price, we marked these 
particular bags $2.00, and in the first few days sold 2,800 of them, with $1.95 
handbags just a few feet away. 
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In our silk department we formerly used 95^ $1.35, $1.65, $1.95, $2.95, $5.95, 
etc., as regular price lines. We have changed these prices to $1.00, $1.50, $1.74 
$2.00, $3.00, $4.00, etc., and have not felt that this has been inimical to our sales 
volume. 

We have not done sufficient experimenting nor have we records over a long 
enough period of time, to justify us coming to a definite conclusion in this 
matter of price lines. It is my opinion that we should continue to use odd prices 
in many instances, but that the practice of using odd prices almost exclusively is 
unnecessary. . . . May I say that, in my opinion, the excessive use of odd prices 
is on the wane. 1 

The Control of Resale Prices.— Some manufacturers of trade-marked, 
patented, and advertised merchandise attempt to dictate the prices at 
which the wholesaler can sell to the retailer, and the prices the retailer 
can charge the consumer. The large-scale retailers — department, 
mail-order, and chain stores — have Iconsistently opposed such practice. 
The federal laws as they now stand make it difficult for a producer to 
control, legally, the resale price of his products after title has passed 
to the merchant. The manufacturer can refuse to sell any more goods to 
the merchant if he refuses to maintain the prices suggested. The dealer 
in most cases, however, can secure his supplies indirectly if the producer 
refuses to sell to him directly. The courts have rather definitely decided 
that the producer cannot enter into a legally enforceable contract with 
merchants to maintain resale prices, neither can he use intimidation, 
force, threats, or other coercive methods. He can suggest, exhort, and, 
as a last resort, refuse to sell. A manufacturer can, however, enter into 
exclusive-agency contracts. In these instances the only recourse for 
the manufacturer against an agent who does not maintain the resale 
price is to cancel the exclusive-agency contract. If merchandise is 
consigned to the dealer, so that the title still remains with the producer, 
he is, of course, free to dictate the resale price. 

A number of bills have been introduced in Congress for the purpose of 
legalising the use of contracts for price maintenance. To date, however, 
none of these bills has become a law. A few states have enacted laws 
that permit a limited amount of price fixing of identified merchandise 
by the manufacturer.* The unpopularity, among consumers and large- 
scale retailers, of the price-fixing features of the codes suggests that the 
state laws may encounter considerable opposition. ^ 

Merchandise that is highly perishable, possesses a strong style! 
element, is not identified and advertised, or is used as a raw material 

1 Pxthxs, Nam, President, James McCreery k Company, New Yoik, “Do ‘Odd* 
Prices Really Sell Goods?” Advertising and Selling, p. 46, Oct 11, 1934 

f The number of states that permit some form of contract providing for the mam- 
tenanee of resale prices between manufacturer and merchant increased to ten during 
1935. 
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furnishes little opportunity for resale price maintenance. Hie desire 
for price maintenance came with the development of nationally adver- 
tised merchandise. The manufacturers built up a consumer demand for 
their products through advertising, then found the department stores, 
mail-order houses, and, later, the chain stores using these well-known 
and standardized products as loss leaders. 1 

The small-scale independent merchants frequently refuse to stock the 
goods featured by the price cutters. The manufacturer is forced, under 
the circumstances, to choose between the large-scale price cutter and the 
Hmn.11 independent. Until the rapid growth of the chain stores, the 
independent retailer furnished the manufacturers the best sales outlets. 
The large-scale retailers have now become such an important factor in 
marketing many lines of products in some districts that the manufacturer 
cannot afford to ignore them. The development of private brands by 
wholesalers and retailers has made it more difficult for the manufacturer 
to insist on price maintenance. 

Price maintenance seems to be favored by the small independent 
retailers, wholesalers, and the manufacturers of certain nationally 
advertised goods. The manufacturer spends large sums of money in 
sales-promotional activities in order to create consumer recognition, 
acceptance, and perhaps demand. He believes this goodwill for his 
product on the part of the consumer and of the trade entitles him to 
preferred treatment. Some manufacturers argue that price cutting 
tends to drive out the independent retailer and to promote monopoly 
in the retail field. The refusal of independent retailers to stock mer- 
chandise used as loss leaders by large-scale retailers tends to reduce the 
available retail outlets and thus may materially reduce the manufacturer’s 
volume of sales. 

liberty in setting resale prices by the retailer is advocated by large- 
scale retailers, consumers, and a large number of manufacturers. Some 
of the arguments against price maintenance are that the dealer who buys 
merchandise has the right and should be permitted to set the resale price 
at any figure he thinks best; the retailer is usually forced to pay a price 
high enough to remunerate the manufacturer for the expenditures he has 
made to create goodwill for his product, and there is little evidence that 
goodwill for an article and its manufacturer is destroyed because the 
product is used as a loss leader or sold at cut-rate prices; reduced prices 
'frequently are the result of more efficient buying and selling methods, 

* “It is hard to justify the loss leader in terms of economy and efficiency. It is a 
device, not of the technology of merchandising, but of the busineee struggle for 
customers; it makes its appeal not by lowering cost, but by selling below eost. The 
rivalry between retailers should be baaed upon practices which promote economy in 
merchandising, not upon sheer financial strength or predatory tactics.” The Blue 
Eagle of the N.R.A., May 6, 1936. 



80MB MARKETING PROBLEMS CONNECTED WITS PRICES 603 

' ' » 

and the consumer is thus permitted to share in the benefits of these 
improvements; only inefficient and high-cost merchants are 
Price maintenance tends to restrict competition to service only* The 
very fact that certain interested groups want price maintenance indicates 
that these controlled prices will be higher than competitive prices y thus 
virtually taxing the consumer and penalizing the efficient merchant* The 
practice may tend to promote monopoly control by an industry rather 
than by an individual firm when supported by governments. Price 
fixing schemes tend to reduce sales or to prevent them from expanding. 

The following editorial quoted from the Retail Ledger indicates the 
attitude of the various parties interested in resale price maintenance. 
The percentages are somewhat misleading due to the fact that only a 
small number of the questionnaires mailed out by the Federal Trade 
Commission were returned. This may indicate a rather widespread 
lack of interest in the attempt to secure the proposed legislation. 1 

Effect of Cut Prices on Volume of Sales 

One of the most significant developments in connection with the investigation 
of resale price maintenance undertaken by the Federal Trade Commission is the 
fkct that only 53.3 per cent of the manufacturers who replied to the commission’s 
inquiry stated definitely that, when dealers cut the price of a manufacturer’s 
product, its sales volume is impaired. That an increase in volume is the result 
of such price cutting is the opinion of 7.5 per cent of those who replied, while 
39.2 per cent of the answers to the price questionnaire stated that, so far as they 
could tell, a reduction in price had no appreciable effect on their volume. 

It is notable, however, that there was a marked difference in percentages 
according to the different manufacturing groups, 60 per cent of the tobacco manu- 
facturers, for example, maintaining that dealer price cutting was not reflected in 
sales volume while, strangely enough, the shoe manufacturers concurred in that 
viewpoint The group voting most strongly against dealer price reductions 
on the ground that they restricted sales were the manufacturers of watches, 
clocks, and silverware, more than half of the makers of machinery and auto- 
mobiles being of the same opinion. 

The effect of cut prices on competing products, so far as the sales volume of 
the individual manufacturer was concerned, is another matter in which there 
appears to be a marked lack of uniformity of opinion. Forty-five per cent of 
those who replied stated that their sales decreased when dealers reduced the 
eost of competing products, 19.3 per cent reported that such price cutting did not 
decrease their sales and 35.6 per cent made no definite answer to this question. 

1 the proportion of data secured by the Federal Trade Commission from a quest- 
tionaaire mailed out to a lazge number of merchants and manufacturers in an attempt 
to leamtheir attitude toward an effort to legalise price-maintenance contracts was, 
as follows: Only 2,334 retailers out of 36,000 replied; 325 out of 2,325 wholesatets; 
W7 out of 6,000 manufacturers; 801 out of approximately 10,000 professional people. 

Document 546, Part I. 
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It these percentages are representative of the average feelings hi the manu- 
facturing field, it would appear that the proponents of price-maintenance legisla- 
tion have lost much of their strongest argument. 

Professor Nystrom contends that “price fixing, the regulation of 
discounts and terms, the prohibition of consignment selling and setting 
up of arbitrary classifications of customers with price discriminations 
based on politics, rather than economics, are not fair trade practice 
provisions. They do not facilitate competition.” 1 

An Illustration of “Senseless” Price Cutting .* — On May 30, 1935, 
following the Supreme Court’s decision on the N.R.A., some retailers in 
Los Angeles cut prices without regard for wholesale costs. The wholesale 
cost of sugar in cloth bags, for example, was 10 pounds for\52 cents, 
yet retailers offered 10 pounds for 22 cents; 1 pound of butter was offered 
at 15 cents a pound; two dozen lemons, for 5 cents; 10 pounds of potatoes, 
for 10 cents; standard brands of chffee, for 21 and 22 cents d pound; 
Old Dutch Cleanser, at 5 cents. On Friday, May 31, one large chain 
advertised that any of its stores would buy for cash 10 pounds of sugar 
in cloth bags at 45 cents, and 10 pounds of sugar in paper bags at 44 cents; 
butter at 29 cents a pound; and Old Dutch Cleanser at 6 cents a can. 
People rushed to buy from the price cutters, and then took the merchan- 
dise to the other store and realized a profit. Men and women bought 
automobile-loads of the merchandise and carried it to the buying store. 

The prices offered were slightly below the wholesale price, so this firm 
was in a position to make a profit at the expense of its shortsighted 
competitors. Many stores are reported to have lost from $5,000 to 
$10,000 during Friday and Saturday of the sales. The price cutting, 
consequently, lasted only a few days. This practice seems to be one 
effective method of stopping such unreasoned action, and no code or 
constitutional amendment is needed to make it effective. , 

How Serious Is the Practicet — The true situation seems to be that 
both sides have over-emphasized the importance of price cutting, and 
legalized resale price maintenance. The damages done by price cutting 
are not so serious, nor are the supposed benefits (or evils) of price main- 
tenance so great as is claimed. If a law permitting contracts for con- 
trolling prices were passed, many manufacturers would find it inadvisable 
to insist upon them if large and important retailers refused to sign. 
The attempted use of the contract would likely encourage the develop- 
ment of a large number of private brands put out by large-scale retailers 
and wholesalers; more purchases of unbranded and non-advertised goods 
would result. Prices could not remain far out of line for any considerable 
time because of competition among producers and among merchants. 

1 Ntstbom, P. H., Trends Dangerous to Consumers Under the N.R.A., p. 28 . 

* Reported in Advertising and Selling , June 20, 1986, By D. L. Teilhet. 
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When a company reduces prices well below the cost of production for 
the purpose of driving out competitors, the competitors have legal 
recourse under present laws. Such practice has been held as unfair. 
The proponents of price maintenance should not lose sight of the fact that 
all merchants do not have the same costs of selling. Some operate on a 
cash basis, and some on a cash*%nd-carry basis; others sell on a time- 
payment plan, deliver, and furnish other expensive services. These 
added costs must be covered by the resale price. The consumer who 
does not want to receive and pay for these extras should not be forced 
to do so. 

The practice of arbitrary price discrimination followed by some 
producers is not justified on the basis of sound business policy. It 
is not necessarily desirable that all retailers, for instance, pay the same 
price for their merchandise; neither is it necessarily desirable that 
all retailers sell at the same price. 1 Where there are differences in the 
prices paid and received there should be sound reasons. Prices based on 
the volume of purchases, when such purchases actually reduce the costs of 
production or marketing, or both, are economically justifiable. A resale 
price based on actual costs of selling and an acceptable net profit per 
unit should not be condemned. Such instances do not represent preda- 
tory price discrimination. Prices quoted just to get the order or make 
the sale, irrespective of costs of merchandise, of selling, or of an acceptable 
net profit, are usually socially and economically objectionable. 

The codes provided, actually, for “price fixing” in only a few indus- 
tries, viz. } oil, coal, copper, and lumber. It will be noted that these 
industries are all operating in the field of natural products, consequently 
they may be regarded as special situations. Only 248 of the first 600 
codes provided for the “open-price” plan, complete or modified. Thirty- 
eight ^odes contained other provisions pertaining to price. Under the 
open-price plan the practice of secret price cutting is difficult. Competi- 
tion is brought out in the open. There is a tendency toward price 
stabilization, but not price freezing because any member of the code can 
file new and higher or lower prices at any time. 1 
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Questions for Discussion 

1. What is the meaning of each of the following terms: value? money? medium 
of exchange? standard of value? price? normal price? market price? exchange value? 

2. How does price direct the “apportionment of wealth”? Give illustrations. 

3. Are prices “causes” or “effects,” or both causes and effects? Justify your 
answer. 

4. Demonstrate by concrete examples how prices affect: (a) production; ( b ) 
costs; ( c ) supply; (d) demand. 

5. What is meant by the terms: marginal costs; bulk-line costs; average costs; 
marginal vendibility? 

6. Demonstrate how prices are affected by: (a) increased and decreased supplies; 
(6) increased and decreased demand; (c) monopoly control by a single firm; ( d) by 
an industry. 

7. What factors limit a monopoly in the “full enjoyment” of its monopolistic 
powers? 

8. A manufacturer of a patented article selling at $5 cannot meet the demand with 
his existing plant. He is debating whether to extend his plant or to raise his price. 
Would he be aided in reaching the wisest decision if he knew what elasticity there 
was in the demand for his product? Justify your answer. 

9. “They (the manufacturers) have evidently discovered a mechanism which 
enables them to lift their products outside of ordinary competition and to hide the 
fact that they are not giving to the consumers of the nation the benefit of those 
lower prices to which the general progress in production entitles them.” What is 
this mechanism? Why has this mechanism been developed? 

10. State the arguments for and against the policy of fixed price differentials 
between wholesalers and retailers; among the different kinds of retailers. 

11. Do you believe price differentials should be based on: (a) functional classifica- 
tion of buyers; (6) quantity of purchases; (c) quantity and quality of services rendered, 
or on some other basis? Justify your answer. 

12. Why did the following price policies and practices develop: (a) one price to all 
customers; ( b ) basing-point system; (c) charging what the traffic will bear; (d) follow- 
ing the leader; (e) following custom; if) odd prices? Under what conditions and by 
what marketing agencies is each policy used? 
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> 18. Summarize the arguments for sad ago tout: (a) retail price maintenance; (6) 
the use of loss leaden; (e) advertising allowances. Who, generally speaking, favors 
sad who condemns each practice? 

14. “In the final analysis the prices which sellers can charge are determined in the 
retail market.” Do you agree? Justify your answer. 

15. “The growers’ cost of production does not directly determine the prices of the 
great farm staples.” Why? Do you think costs should determine the price? Justify 
your answer. 

16. How do price policies affect the area of the market; the channels of distribution 
used? 

17. What are the factors usually considered in pricing a product? Discuss the 
importance of each factor. 

a. What is the difference in the ways in which the prices of production goods and 
consumer goods are determined? 

b. “The retailers of strictly shopping lines make greater efforts to keep their 
prices in line with competitors than do the retailers of convenience lines.” Why? 
Is this what you would expect? 

c. “The prices of specialty goods Aow a wide range for the different lines.” 
How do you account for this? Give illustrations. 

d. “The bane of the produce market is the extreme instability of prices." What 
are the factors in price making for such perishable goods? 

e. How are the prices for each of the following forms of services determined: 
unskilled labor, skilled labor, professional services, transportation services, enter- 
tainment services? 

18. What is the meaning of the following terms: “quantity discount,” “trade 
discount,” “cash discount," “f.o.b. sales,” and “3, 10, net 60”? 

19. What are the conditions which tend to keep actual market prices from coin- 
ciding with the normal price? 

20. Suppose we could by some means stabilize the “general price level,” would this 
accomplishment necessarily solve the dilemma of price fluctuations of individual 
products? Justify your answer. 


Assignment 

1. Problem 3, p. 643. Tasker Brill Company— Price Simplification. 

2. Problem 1, p. 718. Dennison Manufacturing Company— Discount Policy. 

3. Problem 2, p. 673. Dexter Machinery Company— Relation of Overhead 
Expense to Prices. 

4. Problem 1, p. 675. Pittsburgh Basing-point System. 

5. Problem 3, p. 761. Wentworth Food Company— Advertising Resale Prices. 

6. Problem 2, p. 665. Granger Baking Company— Relation of Cost to Price. 
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FINANCING MARKETING ACTIVITIES 

Purpose of this chapter: To determine the nature of the demand for marketing 
finance; to survey the different kinds of credit; to note the characteristics of 
each; to analyze some of the more important marketing problems involved in 
financing selling and buying. \ 

We have discovered in our previous discussions that the ability to 
buy depends to a considerable extent on the purchasing power, of the 
individual, the firm, the institution, or other would-be purchaser.' Pur- 
chasing power, in the long run, comes, generally speaking, through the 
production and exchange of goods or services for money or its equivalent. 
Money or its equivalent, credit, is the lubricant that facilitates the 
operation of the marketing machine. Purchasing power may be trans- 
ferred, however, from one party to another through the use of credit. 
Governments, business firms, and various types of institutions may 
borrow on the basis of their own resources, and lend the funds so secured 
to other governmental units, business firms, institutions, and individuals 
who use the credit or money to buy and sell goods and services, and to 
liquidate old debts. 

The Demand for Credit in Marketing. — The marketing process is 
kept in motion through the use of money and credit. The buyer must 
pay a price for the goods and services he consumes. If he does not own 
the cash, he must borrow, or the seller must extend credit to him. *Under 
either condition the purchaser enjoys the use of the goods immediately 
and pays later. He must pay the entire amount at some stated future 
date or pay on a partial payment or installment plan. 

The financial resources of the producer, as stated previously, fre- 
quently determine the method of marketing used. A large number of 
consumers, merchants, and producers confine their purchases to those 
sellers who can and will give them credit. The marketing of urban real 
estate, farms, agricultural products, machinery used on the farm; 
equipment used in the home; industrial equipment, supplies, raw mate- 
rials, and finished goods; rolling stock of railroads; and the equipment of 
other utilities must be financed. Wholesalers and retailers typically 
require financial assistance in some form. 

The length of the production process in many industries introduces a 
long-time interval between the purchase of raw materials and the sale of 
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the product. The fanner, for instance, must be siippikd with 

land, machinery, seeds, live stock, and his own food and clothing before 
he can produce and sell his crops. He typically has a small amount of 
money, but usually not enough— so if he is to produce, he must utilise 
credit. When he buys his farm he generally makes a down payment of 
from 10 to 75 per cent of the purchase price and gives a mortgage as 
security for the remainder; the purchase of his machinery and live stock 
may be financed by giving a promissory note which may or may not be 
secured, depending on his financial standing. Typically, he secures his 
notes by a chattel mortgage on his machinery, crops, and live stock, or 
by the signature of a neighbor. His food and clothing may be purchased 
on open account from a local merchant. The farmer, in all these trans- 
actions, is “buying on credit” so as to facilitate his production. The 
dealers selling to him, however, are interested primarily in marketing . 
This example illustrates how artfficial is the attempted distinction 
between so-called forms of production and marketing credit. 

Industrial concerns frequently issue long-term bonds to secure 
funds with which to construct more buildings and to buy new mac hin ery. 
The manufacturer must wait a long time before he secures the return 
of the full value put into tho buildings and equipment. When he buys 
raw materials, however, he has to wait only long enough to turn them 
into finished products, sell them, and collect the sales price. This 
period of waiting may be only a few days for some service firms, such as 
public utilities, to several months for goods sold on the installment plan. 

When the producer attempts to finance the short-time phase of his 
production or marketing activity, he may establish a line of credit, at 
his bank, or issue short-term promissory notes and sell them through 
commercial paper houses, which in turn sell them to banks and individual 
capitalists. The large packers, for instance, finance their large-scale 
purchases of live stock and their huge inventories of semimanufactured 
and manufactured products 1 largely by the sale of short-term commercial 
paper. 

If credit were not available for production and marketing under the 
above-mentioned conditions, the scale of operation would probably be 
reduced, or the opportunity for newcomers to enter such enterprises 
greatly limited, and the activities confined to a few fortunate concerns 
that are financially strong enough to operate without credit. Such a 
situation would tend to breed pernicious monopolies. The probable 
effect of operating, on a cash basis, enterprises whose production and 


' 1 The packers at certain times have large sums of money invested in meat which is 
befog changed into bacon, hams, and pickled meats. Their inventories of lard and 
fresh meat also represent huge investments. The seasonal character of production and 
of demand makes financing by commercial paper advisable. 
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marketing processes consume a long period of time would be a great 
increase in the ultimate cost of the finished goods. 

Seasonal Factors . — Seasonal factors in both production and con- 
sumption create a demand for credit. Grain, cotton, live stock, and 
many other agricultural products reach the market in large quantities 
during short periods of time. The ncfn-perishable group is processed at 
a comparatively regular rate which corresponds roughly with the rate 
of consumption throughout the year. The perishable group has to be 
processed immediately and held until consumed. The farmer does 
not want to wait for his pay until the goods manufacturejl from his 
products pass into the hands of the consumer. If such were the case 
it would, in fact, work a great hardship on the agricultural! industry. 
Elaborate and extensive financial machinery has been developed so that 
the farmer can receive cash immediately; he is thus enabled\to liqui- 
date the indebtedness he has contracted with his local bank and 
merchants. The Federal Farm Board and more recently the Farm Credit 
Administration made it possible for the farmers, through their cooperative 
associations, to receive credit to finance the marketing of their wheat, 
cotton, butter, cheese, and fruits. Other agencies, previously men- 
tioned, also assist in financing the sale of these and other agricultural 
products. 

The rate of consumption of many products reveals well-defined 
seasonal trends. Certain merchandise and services find ready sale 
in the spring and summer, and others in the autumn and winter. Few 
of these products can be manufactured just as they are wanted by the 
consumer. They typically are manufactured at a more even rate 
throughout the year. The excess production during the off season is 
stored, and later shipped out during the period of excess demand. This 
situation is well illustrated in the automobile and clothing industries. 
This manufacturing and storing for future sale requires financing. Some 
one has to wait and assume risks during the interval if the user is to be 
able to supply his wants at the proper time. The consumer does not 
want to, and, in fact, probably could not, advance the purchase price 
several months before he is to use the merchandise. Merchants and 
manufacturers would not find it profitable to attempt to finance these 
peak seasons with their own funds, because at other seasons they would 
have a large amount of idle funds. They would then have to divert their 
attention from manufacturing and marketing to the problems of finding 
remunerative employment for their surplus money. It is mean econom- 
ical to borrow from the specialized credit agencies during the peak 
periods. Commercial banks and other financing agencies typically 
supply this important service. 



FINANCING MARKETING ACTIVmgB $11 

Credit, the Consumer, and the Producer.— The methods used, in' 
financing marketing transactions are of interest to the consumer because 
they affect the prices he must pay and at the same time they afford a 
means by which he can secure the commodities he desires; to the producer 
the methods are important because his ability to operate at a profit 
may depend upon whether he can finance the purchase of raw materials, 
services, and equipment, and the sale of the finished goods. The oppor- 
tunity to furnish all of those services usually performed by wholesalers 
and retailers may depend in whole or in part upon their ability to finance 
their purchases and sales. The producer may finance the wholesaler 
and the retailer, the wholesaler may finance the producer or the retailer, 
and the retailer may finance the manufacturer, the wholesaler, and the 
consumer. 

The use of credit may be justified on a number of social and economic 
grounds. Credit permits an individual or a family to enjoy the owner- 
ship, possession, and use of a home, household equipment, a car, musical 
instruments, clothing, and many other articles before sufficient funds 
have been saved with which to pay for these commodities. A consumer 
may not be able to pay cash for the necessities of life at certain times 
because such unfortunate circumstances as illness, accident, and unem- 
ployment have temporarily reduced his purchasing power. When he is 
again gainfully employed, he can satisfactorily liquidate any reasonable 
amount of indebtedness contracted during the unemployed period. The 
sum total of human satisfaction and welfare may thereby .be greatly 
increased through the wise use of credit . 1 

Some consumers and producers find their income unevenly dis- 
tributed throughout the year. They need to consume in the present 
but their income will not be available until sometime in the future. 
Some workers are paid every two weeks; many office workers are paid 
only once a month; many farmers receive the major portion of their 
annual income during a short period at harvest time. Some of these 
groups find it is a great convenience to be able to consume first and pay 
on or after payday, rather than to save enough money from the last 
income date to pay cash for all purchases made before the next receipt of 
funds. 

People who have adequate funds to pay cash for consumption 
purchases frequently find it more convenient to have the purchases 
“charged” and then pay the entire amount with one check on the first 
of the following month. Grocery, department, and many other types 
of retail stores furnish this form of service to their customers. This 

1 It should be recognised that certain abuses of credit may lead to the opposite 
results. 
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practice speeds up the sales transaction, reduces the time required to 
wait for change, and removes some of the risk involved in carrying around 
large sums of money. At the end of the month the buyer receives an 
itemised statement of his purchases for the period, which aids him in 
keeping account of his expenditures and cost of living. 

Credit makes it possible for men of ability but with limited financial 
resources to start in business. People with small and large savings but 
with little business ability and experience can loan their funds to the 
honest and capable men. Much of our industrial development has 
been made possible through this utilization of credit. These people 
who borrow money to start and to expand business enterprises use the 
credit so obtained to buy cement, steel, machinery, agricultural products, 
natural products, labor, merchandise, and the other commodities of 
commerce. \ 

Sales Promotion. — Credit is rather widely used as a form 'of sales- 
promotion. Competition among sellers frequently leads to unsound 
and antisocial methods. Some producers and merchants appear 
to be selling credit as well as merchandise. When the seller places 
the major emphasis upon the “attractiveness” of the credit terms, 
he distracts the attention of the purchaser from the quality of the goods 
and the services to be derived therefrom. The consumer, for instance, 
may be led to pay such a high price for the credit service that the utility 
derived from the merchandise may be far below what may reasonably 
be expected. A social injustice may therefore result with injury to the 
producer and merchant as well as to the consumer. 

Methods, Institutions, and Instruments. 1 — There are two major 
methods by which the financing of marketing is administered. The 
seller, who may be the producer, wholesaler, or retailer, may extend or 
grant credit to the buyer, who may be a manufacturer, farmer, mine 
operator, merchant, or consumer. The seller may be able, because of 
his own financial strength, to grant this credit without the assistance of 
others, or he may have to go to some financial institution for aid. The 
buyer, however, may be able to finance his purchases in such a manner 
as to pay cash to the seller. His financial resources may be such that he 
can buy on a cash basis without resorting to independent finance agencies; 
frequently, however, he finds it necessary or advisable to use the services 
of commercial banks and other financing institutions. 

Institutions . — The basis of the financial structure used in financing 
marketing transactions is the commercial bank and the Federal Reserve 
System. Other more highly specialized agencies engaged in financing 

* For a more extended discussion of this topic, consult some standard text on 
money and banking or credits and collections; e,g,, H. O. Moulton, financial Organiza- 
tion of Society, and T. N. Beckman, Credit t and Collection in Theory and Practice. 
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sales ate financing companies, 1 of which the automobile and household 
finance companies 2 * * * * * are probably the best known, cattle-loan companies; 
federal land banks, federal intermediate banks, national farm loan 
associations, joint stock land banks, mortgage companies, insurance com- 
panies, Morris Plan banks, building and loan companies, commercial paper 
houses, bond houses, investment banks, and the historic pawnshop. A 
number of marketing middlemen, factors, cold-storage firms, warehousing 
companies, and elevator and commission firms provide a financing service 
in connection with the performance of their regular buying, selling, 
storage, and other marketing services. The wholesalers and retailers, 
as was stated previously, are important cogs in the credit-granting 
machinery. 

The Human and Economic Elements . — Credit is based largely on 
trust and confidence— trust that the debtor will be willing to pay, and 
confidence that he will have the ability to pay at the appointed time. 
Efficient methods and agencies have been developed for the purpose of 
investigating the character, business ability, professional and social 
standing, employment, income, property, liabilities, and other factors 
that experience shows may affect and determine the applicant's willing- 
ness and ability to pay. 

Credit Instruments . — Many sales are made on open account, in which 
case no formal evidence of the debt is used and no security is required. 8 
This procedure is followed when the buyer is well known, the amount 
of the purchase is not large, and the credit period is relatively short. 
Table 76, page 523, indicates the importance of this form of credit. 
Retailers and wholesalers as well as consumers buy a large amount of 
their merchandise on open account. When some formal document is 
issued as evidence of the credit transaction, security may or may not be 
demanded. This depends upon the financial position of the buyer, 
the amount of the credit transaction, and the policy of the seller. 

Among the more commonly used instruments of credit is the widely 
used bank check, which is an order to a bank in which the drawer has a 
credit balance to pay on demand to bearer or to some designated person, 
a certain sum of money. To eliminate some of the uncertainty con- 

1 The sources of credit for the finance companies are their own funds, lines of 
credit established with banks, direct sale of short-term notes to banks and to com- 
mercial paper houses, sale of long-term notes to the public, and open-market sale of 

drafts, bills, and banker acceptances growing out of export transactions. 

8 Household finance companies loan funds to the limit of $300 on the promissory 

note of the consumer, secured by a lien on household goods. The period of the credit 

rosy be for as long as twenty-four months with payments on a monthly basis. 

* These credit sales appear on the books of the seller as “accounts receivable”; 

the buyer receives a charge slip and is given a statement of his indebtedness at regular 

internes. 
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nected with the use of checks, the buyer may be asked to use a special 
firm, such as a certified or a cashier’s check. 

Another commonly used credit instrument is the promissory note. 
It is a written promise of the drawer to pay to the drawee a definitely 
determinable amount of money at a certain time. Interest may or may 
not be charged. If the willingness 2nd ability to pay are in doubt, 
security may be required. 

Other specialized forms of credit instruments are drafts, bills of 
exchange, trade acceptances, banker’s acceptances, postal and express 
money orders, traveler’s checks, and some forms of currency. ( Bonds are 
used by corporations when the credit period is for several yeaks. 

Security for Credit Transactions. — The forms of security used are 
many and varied. 1 The bank, for instance, may require the holder of a 
check to be identified, or ask him to have some one whom thp officers 
know to be reliable to endorse the check, thus guaranteeing ultimate 
reimbursement to the bank. The person accepting a promissory note 
may require the giver to have one or more other individuals sign it. 
These added signatures, provided the signers are people of character 
and means, increase the probabilities of payment at the stated time. 
The goods themselves may be used as security. Agricultural products 
may be loaded on a car to be shipped to a firm in the central market; 
the shipper can draw a draft on the consignee for the value of the ship- 
ment, then attach the bill of lading, take the two to his local bank and 
secure funds to the amount of 75 to 90 per cent of the face amount. 
Warehouse receipts play an important part in the financing of grain, 
cotton, cofifee, eggs, and many other commodities. Promissory notes 
are sometimes secured by a mortgage on the goods sold, or on some other 
property owned by the person receiving credit. The mortgage and land 
contracts are important forms of security used in financing the marketing 
of real estate. The chattel mortgage is used extensively in the marketing 
of automobiles; furniture; live stock; and store, farm, factory, and 
household equipment. Bonds and notes of corporations are secured by 
mortgages on real estate, buildings, and equipment, and by the use of 
collateral securities, such as stocks and bonds. 

Bills of exchange are better credit risks after they have been “ac- 
cepted” by the party upon whom they have been drawn. After a bill 
drawn by an individual upon another individual or firm in the course 
of a commercial transaction has been accepted by the drawee, it is 
known as a trade acceptance. A similar bill drawn on and accepted by a 

1 Credit may be based on possession of an article already owned by the borrower, 
or It may be advanced so that the debtor may gain possession of the article upon which 
credit is granted. Hus plan is followed in the installment ipethod. In the totter 
instance the personal factor, the moral hazard, is an important element. 



bank is called a banker** acceptance. These two forms of credit instru- 
ments are among the safest used in business transactions. 

A buyer who is not well known in the foreign market may arrange for 
a letter of credit issued by his own bank. This document authorizes the 
seller in the foreign country to draw a bill of exchange, up to a certain 
amount, against the bank, to be charged against the account of the 
local importer. This is a simple means whereby the bank virtually 
guarantees payment of the bill. The bank protects itself by investigating 
the character and business standing of the purchaser, and by having the 
export bill of lading and other documents made out to it. It need not 
turn over possession of the goods to the buyer until it is satisfied that 
he can and will pay. 

Three Principal Kinds of Credit. — The different varieties of credit 
may be classified on a number of bases, thus: on the basis of the length of 
the credit period there is demand, short-time, and long-term credit; on the 
basis of the commodity used as a factor of security there is live-stock, 
grain, real-estate, produce, and collateral credit; on the basis of the 
institutions and individuals that either give or utilize the credit there is 
banking, public, government, industrial, mercantile, and individual or 
personal credit; on the basis of the use to which the funds borrowed are 
put there is production, commercial, and consumption credit. 

The classification on the basis of use seems to serve our purpose best. 
Production credit is extended typically over a long period, and is used 
in marketing capital equipment, such as land, buildings, and machinery. 
A number of years usually elapse before such commodities “pay for 
themselves.” Commercial , sometimes called mercantile, credit is 
typically used for short periods and is usually based on a sale of mer- 
chandise. This form of credit is used extensively among producers 
and the various types of merchants. The length of the credit period in 
■ many instances is long enough for the purchaser of the merchandise to 
sell the goods and pay off the indebtedness before the due date. Con* 
sumption credit is used to facilitate the sale of goods to the consumer. 
It is typically for short terms and the security is based largely on the 
honesty and integrity of the individual buyer. The purchase of a 
home, however, is usually financed on long-term credit. Open-account 
and installment credit are widely used subdivisions of both commercial 
and consumption credits. The commercial and consumption form# 
of credit, because of their importance in marketing, deserve a more 
extended discussion. 

Commercial Credit. — Commercial credit may be thought of as that 
form of credit which is used to secure merchandise for resale, Tim 
goods themselves are frequently used as part of the security; promissory 
notes, drafts, bills of exchange, and checks are .some of the more com - 
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manly used credit instruments. The merchandise may be purchased 
oq open account, the indebtedness being liquidated in a lump sum, 
or it may be paid for by some partial-payment or installment plan. 

The Importance of Wholesale and Retail Credit Sales . — No one knows 
the volume of credit sales made during a year in the United States. 
Various estimates which may be considered fairly reliable have been 
made from time to time by different individuals and agencies. 1 

Table 75 serves to illustrate the importance of credit sales in the 
wholesale field. More than 87.34 per cent of the total reported business 
of tire and tube wholesalers in 1929 were credit sales, and 97.29 per cent 
of the total were indirect; 86.30 per cent of the total sales lof 10,518 
dry goods and apparel wholesalers doing a business of almost $61000,000,- 
000 were on credit, and more than 97 per cent of the sales were in direct ; 
81.24 per cent of the business of 1,071 wholesalers operating in the general 
dry goods field was on a credit basis,! and 96 per cent of the goods were 
sold by the indirect method; 90.35 per cent of the more than $2,600,000,- 
000 business done by 2,696 piece goods wholesalers was on a credit 
basis, 51.76 per cent of the sales were direct to industrial users, and 
48.10 per cent were indirect; 88.52 per cent of the sales of 1,901 electrical 
goods wholesalers, including those handling appliances', who secured a 
volume of business in excess of $1,363,000,000 was on a credit basis, 
61.98 per cent of the total was direct to industrial users, and 37.34 per cent 
was indirect; 84.36 per cent of radios and radio parts were sold on credit, 
and 95.68 per cent of the total sales were indirect; 82.02 per cent of the 
sales of wholesalers of house furnishings were on credit, and almost 
97 per cent of the total sales were indirect; 84.16 per cent of the sales 
of general line hardware and 80.05 per cent of the sales of specialty 
hardware wholesalers were on credit, and 80.27 per cent and 64.89 per cent 
of the total sales respectively were indirect; about 45.85 per cent of 
the total sales of 6,900 general line grocery wholesalers with a volume of ' 
business in excess of $5,200,000,000 were on credit. 

Other kinds of wholesale businesses whose credit sales exceeded 
50 per cent of their total sales were: drug — both special and general lines; 
fish and sea food; meat and meat products; furniture; lumber and 
building material; house furnishings; musical instruments and sheet 
music; jewelry; commercial equipment and supplies; professional equip- 
ment and supplies; service equipment and supplies; metals and minerals, 
except petroleum and scrap; coal; paper and paper products; stationery 
and stationery products; books, periodicals, and newspapers; textiles 
and textile materials other than dry goods. 


4f A summary of some of these estimates is gives in Seligman's “ The Economics of 
Installment Setting," Vol. I, Chap. V. Some estimates place the volume of wholesale 
psA retail credit business, including checks, as high as 90 per cent of the entire volume. 
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, Those wholesale business inns with less than 50 per cent of their 
total sales on credit in 1029 were: petroleum and petroleum products; 
fresh fruits and vegetables; grains; cotton; electric refrigerators, and 

Table 75. — Credit Sales in the Wholesale Field, by Kind of Business 

United States — 1929 


Kind of business 


Automobiles and other vehicles 

Tires and tubes 

Drugs and drug sundries (general line) 

Drugs and drug sundries (specialty) 

Dry goods and apparel. 

Dry goods — general line 

Piece goods 

Electrical goods (including appliances) * 

Radios and radio equipment 

Refrigerators (electric) 

Cotton 

Grain 

Fish and sea foods 

Fruits and vegetables (fresh) 

Meats and meat product* 

Furniture 

House furnishings 

Musical instruments and sheet music 

General merchandise 

Groceries (general line) 

Hardware (general line) 

Hardware (specialty) 

Jewelry 

Lumber and building materials 

Commercial equipment and supplies 

Farm machinery and equipment 

Manufacturing, mining, and drilling machinery, equipment and 

supplies * 

Frofeagional equipment and supplies 

Service equipment and supplies 

Metals and minerals (except petroleum and scrap) 

Coal 

Paper and paper products (general) 

Paper and paper products (specialty) 

Stationery and stationery supplies 

Petroleum and petroleum products 

Plumbing and heating equipment and supplies 

Heating equipment and supplies 

Tobacco and tobacco products 

Books, periodicals, and newspapers 

Textiles and textile materials (other than dry goods) 


lumber of 
estab- 
lishments 


Net i 


Per cent 
of credit 


743 

655 

638 

849 

10,518 

1,071 

2,696 

I , 901 
806 
172 

5,234 

12,245 

1,448 

II , 194 
3,605 
1,146 
1,653 

178 

370 

6,900 

1.227 

562 

1,925 

5,513 

1,804 

560 

6,142 
1,000 
1,439 
3,620 
1,343 
; 1,568 

584 
719 
23,008 
2,786 

635 
2,016 

636 
1,299 


1 * 1 , 226 , 346 , 751 ! 
386 , 603,407 
575 , 099,513 

193 . 898.438 
5 , 949 . 916,877 

889 . 508.439 
2 , 624 , 280,838 
1 , 363 , 595,815 

491 , 621,311 
104 , 292,2381 
3 , 061 , 609,905 
4 , 001 , 105,461 
243 , 681,676 
3 , 252 . 975,872 
3 , 102 , 286,136 
344 , 630,426 
591 , 179,409 
58 , 242,211 
596 , 065,896 
5 , 203 , 417,138 
754 , 593,635 
111 , 564,697 
450 , 088 , 560 ] 
2 . 144 , 052,240 
250 , 929,433 
385 , 838,429 


8.37 

87.34 

72.10 

69.14 

86.30 
81.84 

90.36 
88.62 

84.36 
47.32 

6.78 

12.09 

68.63 

46.62 

68.30 
74.69 
82.02 
70.06 
66.61 
46.86 
84.16 
80.05 
73.75 

73.26 

66.26 
78.44 


1 , 648 , 879,663 
207 , 815,6691 
201 , 098,108 
5 . 600 , 700 , 719 ] 
1 , 160 , 290 ,; 
679 , 013,911 
307 , 812,9901 
113 , 667,706 
3 , 365 , 662 , 531 ] 
819 , 666,923 
117 , 921,101 
1 , 691 , 172, 877 
203 , 040,817 
831 , 883,7791 


79.93 

74 . 3 ® 

71.78 

79.14 

82.44 

80.04 

79.86 

72.48 

41.23 

77.28 

64.46 

78.36 

61.94 

83.18 


1 Compiled from "Wholesale Distribution," U.8 Department of Commerce, Bureau <nf tksCmsus, 
P . 78 , 1930 , 

automobiles. Only 3.37 per cent of the $1,225,000,000 volume of 
business done by 743 automobile and other vehicle wholesalers *was 
reported a* on a credit baas. This situation is due to the fact that the 
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sa les are financed chiefly through specialised credit companies* Time 
companies immediately accept the promissory notes given by the Huai 
buyer to the dealer and pay the automotive retailer the unpaid balance, 
who then pays cash to the wholesaler, who in turn pays cash to the manu- 
facturer. Thus credit sales among the wholesalers in the automotive 
field are reported at a very low figure, ^yet a large proportion of retail 
sales, as we shall note later, are on a credit basis. 

Factors That Determine the Granting of Commercial Credit . — Whether a 
particular firm will sell or buy its merchandise on credit may depend 
on a number of factors. Competition perhaps is one of the moist impor- 
tant determining factors. The greatly increased production l capacity 
of manufacturers has caused them to offer liberal credit terms in an 
effort to induce wholesalers and retailers to handle their merchandise. 
Some retailers are so weak financially that they cannot borrow from the 
banks, and, since they do not have capital of their own, some manu- 
facturers and wholesalers are willing to provide them with a stock of 
merchandise, finance the purchase of equipment, and guarantee the 
payment of their rent. This is done sometimes to secure new outlets 
and to retain old ones. Independent retail outlets are frequently financed 
by such producers as candy manufacturers, oil refiners, tire and auto- 
mobile manufacturers. The last three sometimes finance wholesale 
distributors. There appears to be ample evidence to support the state- 
ment that competition among manufacturers and wholesalers has been 
responsible for establishing and maintaining, for a time, retail outlets 
whose existence was not economically justified. 

The Department of Commerce report on the credit situation in 
Louisville illustrates the unbusinesslike methods followed by some whole- 
salers in extending credit to retailers. 1 One grocer, for example, notwith- 
standing the fact that he had failed in another line of business, that one 
wholesale establishment had collected from him by the magistrate *since 
he had been in the grocery business and another one had threatened to 
sue him, and that bills to other wholesalers were from 30 to 90 days 
overdue, was still buying merchandise on credit from wholesalers. 
Another grocer failed, owing more than fifty creditors, most of them 
wholesalers, jobbers, and manufacturers. This easy credit practice 
is not universal among wholesalers; some are very careful in selecting 
their credit risks, effective in their collection methods, and consequently 
suffer very little from failures among retailers. The wholesaler or 
manufacturer who refuses to grant credit to an incompetent retailer is 
* really doing him a favor. 

Factors That Determine a Merchant's Need for Credit . — If a merchant is 
financially able to buy for cash, he may have little need for trade credit. 

* Trade Information Bull. 627, p. 9, 1929. 
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IS he sells lor cash, his income is likely to be sufficient to make credit 
purchasing unnecessary. If the merchandise has a slow turnover, sells 
at a high price per unit, has a seasonal demand, and a large inventory 
has to be carried, the retailer is more likely to need financial assistance 
from manufacturers mid wholesalers. Merchants who resell agricultural 
machinery, automobiles, furniture, furnaces, furs, and other simil ar 
commodities frequently make use of credit. The volume of business 
and changes in price levels may increase or decrease a dealer’s need for 
financial assistance. Sales may not be so large or move so rapidly as 
anticipated, yet purchases of merchandise for the coming season may be 
necessary. Unless the merchant can turn his present stocks into cash, 
he may have to resort to credit when buying his next season’s supply. 

Cash Discounts . — Manufacturers and wholesalers may encourage 
prompt payment for merchandise by offering liberal cash discounts. 

In practically all cases a merchtyit can borrow money from a bank at 
6 per cent interest and enjoy a big saving by taking the cash discount 
offered. As an illustration, consider the sales term of 2 per cent off 
the quoted price if the bill is paid within ten days, or the net price if not 
paid until the end of thirty days. If a merchant elected to pay cash at 
the end of ten days, he would in fact get 2 per cent return for the twenty 
days during which the net price would have been in operation. If the 
net bill came to $1,000 he would pay only $980 after deducting the 
discount. This 2 per cent for twenty days is equivalent to 36 per cent 
for a year. By borrowing at the bank for 6 per cent annually, the mer- 
chant would realize a profit on the financing transaction of 30 per cent. 
The large-scale and financially strong retailers are able to take advantage 
of cash discounts when offered. There are, however, many merchants 
whose credit is not such that they can borrow from the bank, and they 
do not have sufficient funds of their own. The result is they must pay 
the full net price. This deficiency places them in an inferior competitive 
situation. 

The Druggists' Research Bureau found that there is a close relation- 
ship between the taking of cash discounts and success in retailing. 1 The 
average cash discount taken was 1.4 per cent. It was found that drug- 
stores taking cash discounts averaged, as compared with others, 25 per 
cent more sales per dollar invested; 23 per cent more net profits per dollar 
invested in merchandise; 25 per cent more rapid turnover; lower net 
costs for mer chandise ; and lower operating costs per dollar. The 
merchant who is able to pay cash for his goods, even though he borrows 
the money from the bank by discounting his promissory note, may ' 

1 Quoted from New York Journal of Commerce, Apr. 18, 1930. This study analysed 
the profit and lose statements of drugstores of “all rises and in awry section of the 
country, end taken at random bom those submitted.”. 



jSStO BOMB FUNDAMENTAL MAMRBTINQ PROBLEMS ’ 

assume aa independent attitude in his buying. Some manufacturers, 
wholesalers, and other middlemen abuse the advantage which credit 
granting gives them. They are able to dictate the price, quantity, and 
quality of purchases, often to the disadvantage of the retailer. 

Financial Agencies . — The Federal Reserve System provides an 
extensive and effective machine for extending mercantile credit. 1 In 
addition to the commercial banks, there are a few important specialised 
financial agencies that aid in securing and granting credit for mercantile 
purposes. The commercial paper houses aid the large and financially 
strong producers. These large manufacturers, the meat packers for 
instance, issue their own promissory notes for a definite period of time, 
usually for only a few months, in round numbers. These notes are sold 
to the commercial paper houses which dispose of them in the open money 
market. The buyers as was stated previously are usually banks and 
individuals who know the reputation qf the commercial paper hofise and 
of the issuing firm. 

Cold-storage firms perform an important financing function when, in 
accepting eggs for storage, they advance money on them. The borrower 
transfers control of title to the storage company which then borrows from 
a bank using the title to the eggs as security. 

Retail merchants may secure funds by using their accounts receivable 
as security. Credit companies which buy merchants’ accounts receivable 
will advance as much as 75 to 80 per cent when the merchant makes the 
assignment. Usually 3 per cent is set aside as a reserve to cover costs; 
a reserve of approximately 20 per cent is set up to cover uncollectible 
items. A merchant, however, is regarded as being in a rather embarrass- 
ing financial condition when he resorts to this method of raising funds. 

The following quotation describing the General Motors Acceptance 
Corporation plan of financing the sale of General Motors products to 
dealers serves to illustrate another important form of marketing finance. 

The GMAC Wholesale Service 

Under the GMAC Wholesale Plan, General Motors dealers, after credit has 
been established, may purchase new passenger cans and commercial vehicles 
direct from the manufacturing divisions of General Motors or from their dis- 
tributors by paying a small amount in cash ; the balance is payable as the machines 
are released or at an agreed date after shipment. The machines so financed 
may be stored in the dealer's showroom for display, in warehouses under the 
control of the dealer, or in public licensed warehouses under pledge of warehouse 
^ receipt. 

* The total amount of bank credit outstanding on June 1, 1035, was approximately 
945, 000, 000, 000. The excess reserves of the member banks of the Federal Re s e rv e 
Syrtem reached a new high of 92,425,000,000 — an amount that would support almost 
twice the present volume of credit. Brookmire Forecaster, June 12, 1995. 
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Automobile* financed by GMAC may be shipped by freight or driven uncter 
their own power: (1) from factory to distributor or direct dealer; (2) from dip* 
tributor or dealer to associate dealer; (3) from factory to associate dealer for 
account of distributor or direct dealer. 

General Motors Acceptance Corporation retains control of the products 
financed until full payment is made. Arrangements are made so that a dealer 
may pay the amount due on a car ancl secure immediate release. After release 
the dealer has full title to the car. 

The GMAC wholesale service charge includes interest to maturity and 
insurance protection for the dealer for his full laid down price against loss or 
damage arising through fire or theft. 

Consumption Credit. — Credit utilized directly by consumers to aid 
them in purchasing merchandise and services is known as consumption 
credit. It is typically extended by retail merchants and various forms of 
finance companies. Although the installment method enjoyed a rapid 
growth during the decade 1920 to 1930, the informal and unsecured 
open-account or “book” credit remained the more important form. 
There is constantly outstanding in this country, according to estimate, 1 
about $15,000,000,000 in open-account retail credit. This amount will, 
of course, fluctuate with changes in the price level and with business 
conditions. 

Competition among retailers sometimes promotes laxity in granting 
credit. That is, merchants exchange merchandise and services for 
promises to pay from consumers who are not able or willing to pay. 
The report of the credit situation among the grocery retailers of Louis- 
ville showed that an important element in the failure of this type of store 
was the liberal and careless credit policy followed. Whereas the average 
credit loss for a well-conducted grocery store was reported to be less than 
Kofi per cent, losses in some of the Louisville grocery stores that “were 
doomed to failure” ran as high as 37.4 per cent of their total sales. 

Some retailers place the burden of maintaining and increasing sales 
volume on credit inducements to the detriment of profits and the best 
interests of their own creditors. They do not extend credit with dis- 
crimination or make collections in a businesslike manner. Their competi- 
tive methods tend to encourage and promote careless buying on the part 
of the public. Mr. Lonergan cites some interesting and perhaps unusual 
instances found in a Nebraska city. 8 One man with an income of $90 a 
month was distributing his monthly income as follows: $39 on a car, 
$20 on a radio, $15 for house rent, and he was trying to feed and clothe a 
family of four on the remaining $16. People, according to the report* 

'Mogaane of WaU Sir**, pp. 354 Dec. 28, 1929, quoting D. J. Woodlock, 
mansger of the Credit Association. 

'Afrertbfog and SeUine, p. 38, July 9, 1930. 
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would buyeggs on credit from the grocer, take them to a produce dealer 
and sell them, take the check to a filling station, cash it, use part of the 
money to buy oil and gas, and then spend the rest for movies and ice 
cream. Conditions in this town eventually became so bad that the 
merchants finally went to the other extreme— they went on a strictly 
cash basis. # 

The survey of the retail credit business, made by the Department of 
Commerce at the request of the Retail Credit Association, presents 
probably the most reliable retail figures available for the perioji covered* 1 
The reports from 23,779 retail stores with annual sales of almost $5,000,- 
000,000 showed credit sales to be approximately $1,864, 000, 0i)0. 2 * Cash 
sales amounted to 58.6 per cent of the total; the credit sales were divided 
into open-account sales, equal to 32.2 per cent, and installment sales, 
equal to 9.2 per cent. Excluding stores that do only a cash business, 
chain stores and mail-order houses* department stores, the report for 
10,962 stores doing a credit business in 1927 shows cash sales of 39.3 per 
cent, open-account sales of 48.6 per cent, while installment sales rise to 
12.1 per cent. According to this classification, total credit sales account 
for 60.7 per cent of the selected retail volume.* 

Table 76, constructed from data in the Credit Survey, gives more 
detailed figures for the twenty-eight types of retail establishments 
covered by the study. 

The Census of American Business reported 28 per cent of total retail 
sales as credit sales for 1933 compared with 34 per cent for 1929. Table 
77 gives the percentages of total retail sales that were reported for the 
different geographic divisions for the Census years 1929 and 1933. 4 

The largest percentage of credit sales in 1933 was made in Alabama 
where 36 per cent of the total sales were on credit; Montana was second 
with 35 per cent. The lowest percentage was 23 per cent; tlqs figure 
was reached in New York, Illinois, and South Dakota. The census 

1 National Retail Credit Survey, Part III, Domestic Commerce Ser . 36, 1928-1330. 

9 Out of a total of 35,000 reports from retail outlets covering 33 principal groups 
of commodities, 75 per cent of the outlets were extending open credit, 18.7 per cent 
were extending installment terms, and 20 per cent sold for cash only. 

9 The retail credit survey revealed that the largest percentage of credit business 
was done by plumbing and heating fixtures retailers, equal to 96 per cent of total 
sales; lumber and building material retailers were second with 92.1 per cent, and stove 
and range dealers with 87.4 per cent credit sales were third. The highest percentage 
of strictly open-credit sales was among the lumber and budding material outlets equal 
to 90 per cent; the highest ratio for installment sales was among dealers in stoves and 
ranges equal to 73.2 per cent. Open-credit sales have shown a great increase both 
relatively and absolutely. No installment credit sales were reported by boot and 
shoe, grocery, bakery products, hay, grain, and feed, and drug stores. 

* Retail Distribution, Vol. V, Retail Credit Business in 1933, Census of American 
Published May, 1935. 



'■ V FINANCING MARRXTINQ 4JSTIVITIES • • • • • ‘ 523 
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Tabu 76.— Rslation or C urn and Credit Extail Salxa 1 




Per 

cent of 

total sales for * 

Type of business 

No, estab- 
lishments 

Cash 

Open 

Install- 

Total 



credit 

ment 

credit 

Department 

892 

64.5 

29.8 

5.7 

36.5 

Furniture 

726 

15.2 

27.1 

57.7 

84.8 

Women's, children's, and infants' wear . 

523 

49.4 

49.7 

.9 

50.6 

Men’s and boys' clothing 

843 

63.8 

33.4 

2.8 

36.2 

General clothing 

1,616 

78.4 

18.0 

3.6 

21.6 

Dry goods 

108 

61.6 

38.2 

.2 

38.4 

Fur goods 

124 

37.4 

51.5 

11.1 

62.6 

Boots and shoes 

2,000 

89.5 

10.5 


10.5 

Automobiles 

569 

37.1 

16.0 

46.9 

62.9 

Auto accessories 

678 

53.8 

44.5 

1.7 

46.2 

Groceries 

2,164 

50.1 

49.9 


49.9 

Bakery products 

353 

80.2 

19.8 


19.8 

Radio sets and supplies 

92 

47.5 

23.3 

29.2 

52.5 

Electrical appliances 

627 

15.4 

35.4 

49.2 

84.6 

Jewelry 

330 

37.8 

45.0 

17.2 

62.2 

Optical goods 

86 

59.5 

38.8 

1.7 

40.5 

Hardware 

706 

35.2 

61.1 

3.7 

64.8 

Coal and wood 

680 

25 4 

74.4 

.2 

74. to 

Lumber and building material 

640 

7.9 

90.0 

2.1 

92.1 

Hay, grain, and feed 

112 

33.1 

66.9 

• * . • 

66.9 

Paint, oil, and varnish 

203 

28.8 

70.6 

.6 

71.2 

Plumbing and heating fixtures and sup- 






plies 

731 

4.0 

70.7 

25.3 

96.0 

Stoves and ranges 

22 

12.6 

14.2 

73.2 

87.4 

House fumishingB 

49 

23.8 

70.7 

5.5 

86.2 

Coal, wood, lumber, and building materia 

207 

21.5 

76.5 

2.0 

78.5 

Drug 

430 

84.7 

15.3 

.... 

15.3 

Musical instruments 

132 

17.1 

28.2 

54.7 

82.9 

Miscellaneous 

8,136 

77.8 

19.3 

2.9 

22.2 

Total 

23,779 

58.6 

32.2 

9.2 

41.4 


1 National Retail Credit Survey, op. at. 

report states that the decline in credit business was most pronounced 
in the industrial states of the East North Central division and on the 
Pacific Coast. About 50 per cent of the stores reported credit sates for 
1933; this group of stores accounted for about 62 per cent of total reported 
retail sales. Credit sales were about 28 per cent of total retail sales. 1 

Table 78 gives, in some detail, information concerning the proportion 
of credit sates made by a selected group of businesses during the year 
1933. This table indicates clearly the kinds of retail businesses that 

i nk 
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consummate a small amount of credit sales and those that enjoy a large 
yolume. Variety, 5-and-10, and to-a-dollar stores, for example, report 
no credit sales; restaurants, cafeterias, and lunch rooms reported credit 
sales as only 2 per cent of total sales; delicatessen stores, and fruit stores 
and vegetable markets reported only 6 per cent and 7 per cent respec- 
tively as credit sales. Furniture stpres, on the other hand, reported 
credit sales as amounting to 69 per cent; household appliance stores 
reported 72 per cent; and lumber and building material dealers reported 
67 per cent. 

Table 77. — Proportion of Credit Sales to Total Sales — bt( Geographic 

Divisions, 1929 and 1933 \ 


Geographic division 


Per cent 
1933 | 1929 


New England 

Middle Atlantic 

East North Central . . 
West North Central . 

South Atlantic 

East South Central. . 
West South Central. 

Mountain 

Pacific 


29 

33 

25 

32 

25 

34 

28 

33 

31 

36 

32 

37 

31 

36 

32 

39 

30 

39 


The retail credit report for 1934 indicated that cash sales decreased 
to 42.5 per cent of total sales as compared with 43.4 per cent in 1933. 
Open-credit sales increased to 46.8 from 46.6 per cent. Installment sales 
increased from 10 to 10.7 per cent. 1 

The Department of Commerce* made a detailed study of cipdit and 
cash sales of 451 grocery stores in Louisville, Ky., during 1928. Of the 
stores studied, 35, or 7.8 per cent, sold for cash only; the 416 other stores, 
or 92.2 per cent, sold on both a cash and a credit basis. The volume of 
sales of the first group was 1670,242 while the total annual sales of the 
second group was $11,108,692. The proportion of credit sales for the 
cash and credit group was 66.1 per cent. 

Table 79 emphasizes the striking increase in credit sales as the size of 
the store increases. 

1 Market Research Series No. 3, Retail Credit Survey for 1934, Bureau of Foreign 
and Domestic Commerce. This survey includes data for twelve kinds of retail 
businesses in seventy-nine different cities. Fifty per cent or more of the total sales 
of furniture stores, household appliance stores, radio stores, lumber and building 
materials dealers, electrical shops, heating and plumbing shops, coal and wood yards, 
and ice dealers were made on a credit basis. 

* Trade Information BUU. 627, Department of Commerce, 1929. 
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Table 78.— Pbopokion or Credit Bauds bt Selected Kinds or Business, 1933' 
Sales are expressed in thousands of dollars 


Kind of busine 


United States* • . 

Food group 

Candy and confectionery stores 

Dairy products stores (including milk dealers) . . 

Delicatessen stores 

Fruit stores and vegetable markets 

Grocery stores (without meats) 

Combination stores (with meats) 

Meat markets (including sea foods) 

Bakeries — caterers 

Farmers’ supplies and country general stores 

Country general stores 

Farmers’-supply stores 

General merchandise group 

Department stores 

Dry goods and general merchandise stores . 
Variety, 5-and-10, and to-a-dollar stores . . . 
Apparel group 

Men’s and boys’ stores 

Family clothing stores 

Women’s ready-to-wear specialty stores 

Furriers — fur shops 

Millinery stores 

Custom tailors 

Shoe stores 

Automotive group 

Motor vehicle dealers (new and used) . 
Accessories, tire, and battery dealers. . 

Filling stations 

Garages and repair shops 

Furniture and household group 

Furniture stores 

Floor-covering, drapery, and upholstery stores 

Household-appliance stores 

Radio stores 

Lumber, building, and hardware group 

Lumber and building material dealers 

Electrical ehope (without radios) 

Heating and plumbing shops 

Paint and glass stores 

Hardware stores 

Hardware and farm implement stores 

Restaurant and eating group 

Restaurants, cafeterias, and lunch rooms . 

Other retail stores 

Coal and wood yards — ice dealers 


Jewelry stores’ 


Total 


Credit sales, 

number of 
stores 

Total 
net sales 

percentage 
of total 

reporting 


net sales 

1,626,119 

825,037,225 


473,916 

6,793.010 

20 

64,243 

271,213 

23 

18,092 

498,536 

55 

10,048 

107,685 

6 

21,897 

170,748 

7 

163,538 

1,803,242 

15 

140,372 

3.201,042 

22 

38,344 

461,866 

16 

19,380 

188,131 

8 

107,483 

1,560,781 

35 

86,839 

1,097,437 

35 

21,644 

463,344 

36 

49,712 

3,891,272 

26 

3,544 

2,544,960 

35 

34,122 

668,145 

16 

12,046 

678,167 


86,548 

1,923,333 

22 

19,491 

489,104 

20 

6.765 

185,371 

46 

17,769 

568,392 

28 

1,502 

41,617 

44 

9,559 

78,660 

10 

6,986 

53,411 

37 

18.836 

424,592 

8 

305,403 

4,419,249 

33 

30,646 

2,127,720 

41 

16,027 

225,970 

35 

170,404 

1,531,724 

22 

86,454 

519,827 

32 

42,976 

958,780 

68 

17,418 

553,503 

69 

2,155 

40.462 

37 

9,750 

195,531 

72 

8,172 

117,030 

58 

76,098 

1.342,705 

55 

21.015 

603.416 

67 

3.257 

35,357 

60 

11.307 

123,128 

63 

7,717 

92.318 

45 

22,844 

311.321 

36 

9,958 

177,165 

46 

200,335 

1,429,938 

2 

124,090 

1,089,134 


162,779 

2,612,882 


23,875 

623,077 

50 

58,407 

1,066,25! 

9 

7,728 

66,493 

43 

14,313 

175,066 

42 


\ Table constructed from Retail Distribution, Vol. V. Ibid. 

1 Data for second-hand stores and twelve other classifications not shown in detail are included in 
totals. 


Of thirty-four chain department stores reported by the 1233 Census, 
twenty-two sold on a cash and credit basis. Total sales amounted to 
1639,432,000; credit sales equaled $75,349,000, or 20.74 per cent of 
the sales of the stores selling on credit, or 11.78 per cent of the total sales 
all chains. Credit sales in 1929 were 16.75 per cent of the total sales 
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of chains selling on credit and almost 10 per cent of total sates of all 
department store chains. 1 


Tab lx 79. — Cask add Credit Sales or Louisville Grocery Stores 1 


Classification of stores 
on volume-of-aales basis 


Sales 

$5*000 

to 

$9)000 

B 

gg 

Sales 

$50)000 

to 

$99)000 

Sales of 
$100)000 
and 
over 

Number of stores 

42 

51 

165 

111 

36/ 

11 

Percentage of cash sales 

49.9 

40.5 

41.8 

34.4 

Bfi 

24.3 

Percentage of credit sales 

50.1 

59.5 

58.2 

65.6 


75.7 


'Ibid. 


Factors That Determine Retail Credit Policy . — Whether or not a 
retailer should conduct a credit business and if so on what basis, depends 
on a number of factors. The first one is whether he is in a financial 
position to extend credit to his customers. The second most important 
determinant is whether the clientele to which he caters wishes to buy 
on credit. If he is selling to a high-class prosperous group which has 
been in the habit of buying on credit and which expects and is willing to 
pay for this service, he should give it. If the community would rather 
have lower prices than credit and other expensive services, a cash policy 
would be advisable. There seems to be a decided tendency for the 
ratio of credit sales to cash sales to increase with the size of the store 
and the quality of the merchandise sold. 

There is a place in practically every city for both credit and cash 
sales. Many stores have some customers who prefer to pay cash and 
others who want credit and other services. The equitable policy to 
follow in such cases is to establish two prices, one for the cash customer, 
and another — a higher price — for the credit customer. The policy of 
charging each customer the same price promotes credit sales and dis- 
criminates against the customer who does pay cash. The installment 
credit plan by providing for a carrying charge tends to rectify to some 
extent this inequality. 

Installment Selling . — Installment selling is based upon a form of 
credit that is paid off or liquidated by installment payments, that is, 
the payments are made piecemeal or in successive fractions under a 
plan agreed upon at the time the marketing transaction is consum- 
mated. The difference between installment and other forms of credit, 
according to Professor Seligman, “is to be found in the fact that install- 
ment credit is to be liquidated piecemeal or in successive fractions 

1 Count of American Butinett, Retail Distribution, 1933, “Variety Store Chains 
and Department Store Chains,” p. 9. 
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instead of in a lump sum." 1 Although this form of credit is based on 
trust and confidence in the debtor’s ability and willingness to pa? «t 
the time and in the manner specified, the object sold is also typically 
utilised as part of the security. The security is usually evidenced by a 
promissory note secured by a mortgage or trust certificate. 

Installment credit has probably been used as long as any other form 
of credit. The payments of taxes and special assessments on the install- 
ment plan have long been in use. This method of financing the market- 
ing of real estate seems to date back to the beginning of the institution of 
private property in land. It was used in the retail business of Europe 
long before the American merchant formally adopted the plan. Cow- 
perthwait & Sons, owners of a retail store in New York City, began to 
sell furniture on the installment plan as early as 1807. Building and 
loan associations were started in the United States about the same time. 1 
The Singer Sewing Machine Company began using this plan in 1856.* 
Somewhat later piano dealers, book publishers, and farm-implement 
manufacturers began selling on the installment plan. 

Today this method of payment is used by consumers in practically all 
economic classes. 4 The very poor and the very rich probably make 
little use of the plan; it is used most intensively by the great middle class. 
The utilization of the installment method greatly increased after 1921 in 
the marketing of automobiles, radios, electric washing machines, electric 
refrigerators, vacuum cleaners, oil burners, gas stoves, jewelry, and 
tractors and other farm equipment. Its use has now been extended so 
as to include certain lines of property improvements, such as new bath- 
rooms, sleeping porches, garages, painting, reroofing, and paving alleys. 
Some capital improvements, such as machinery for factories, bakeries, 
laundries, and fixtures for retail stores, are being paid for on installments.* 

When private sources hesitated to finance many kinds of business 
transactions, the federal government stepped in, furnishing both short- 
and long-term loans to farmers, home owners, business firms, and others. 
The Reconstruction Finance Corporation had made loans, subscriptions, 
and allocations, less repayments, to the amount of $4,382,854,000 to 
April 30, 1935. The Home Owners’ Loan Corporation closed loans witii 
a cumulative total of $2,539,408,299 to the first of March, 1935. The 
federal government, through the Farm Credit Administration, loaned 

1 The Economic* of InetaUment Selling, Vol. I. 

1 Idsn, Giimohd, "Is the Customer Oversold?” Magtuine of Wall Street, 
pp. 864 Dec. 28, 1929. 

'/fcrf. " 

* 8,000,000 wage earners were involved in installment payments in 19S1, accord®! 
to some estimates. X 

\Thc Bueinee* Week, p. 33, May 22, 1930, quoting M. V. Ayres, analyst of the 
National Association of Finaaoe Companies. 
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a total of 12,379,063,000 to farmers from May 1, 1933, to December 
31, 1934. Approximately 31,500,000,000 was loaned on farm mortgages, 
that is, long-term loans; almost $700,000,000 was in the form of short- 
term production credit loans; and $194,775,000 was loaned to cooperative 
purchasing and marketing associations. 

Comprehensive figures showing the relative amount of sales of each 
product on the installment plan, open account, and cash basis are not 
available. A number of significant estimates, however, have been made. 1 
The National Retail Credit Survey disclosed that approximately 75 per 
cent of stoves and ranges, 58 per cent of all furniture, and 55 pqr cent of all 
musical instruments were sold on the installment plan.^ Gilmore 
Iden quotes the following figures: 90 per cent of all household'. furniture; 
80 per cent of all pianos, sewing machines, electric refrigerators, phono- 
graphs, and radio equipment; 67 per cent of the vacuum cleaners; and 
25 per cent of all jewelry are bought cfci the installment plan. According 
to the National Automobile Chamber of Commerce,* the percentage of 
automobiles, new and used, sold on installments in 1934 decreased 7.2 per 
cent compared with those of 1929, but increased 8.2 per cent over 1932. 
The figures were the same for 1933 and 1934. Tabic 80 gives the per- 
centages of automobiles sold on installments for the years indicated. 

Table 80. — Installment Sales of Automobiles* 


Classification of cars 

1928 

1929 

1930 | 

| 1931 

1932 

1933 | 

| 1934 

New care, percentage. 

58.1 

62.6 

62.3 

62.8 

54.6 

56.8 

54.6 

Used cars, percentage. 

60.8 

65.1 

64.8 

60.4 

47.0 

56.8 

58.1 

All oars, percentage. . . 

59.5 

64.0 

63.8 

61.3 

48.6 

56.8 

56.8 


'Ibid. 

The relative position of installment sales of automobiles apparently 
remains quite stable, with the exception noted in the panic year 1932. 
The annual statement of Montgomery Ward & Company for 1934-1935 
listed time-payment and charge accounts to the amount of almost 
$20,000,000; almost $4,000,000 was due on installments on homes sold 
by the mail-order house. This amount is secured by first mortgage 
notes and land contracts. The value of reacquired homes held for resale 
equaled $6,807,811.57 valued at cost. 

Beaton for (he Development of Installment Selling . — It has been said 
that in s tal l m ent selling is a development of consumer credit comparable 
with the development of producers' credit. There is nothing mysterious 

* Consult Recent Economic Changes in the United States, Vol. I, pp. 390-402. 

4 * Credit salee of furniture represented 35.7 per cent of the increase in sales in 1934, 

Msh cash sales represented only 14 per cent of tire increase. 

* The 1935 edition of Automobile Pads and Figures. 
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about the development of this form of selling. The phenomenal rate 
of growth of the automobile and radio industries which adopted tins 
method in an aggressive manner after 1921 attracted the attention of tfw 
public. The press, associations, and public speakers began discussing its 
good and bad points and the abuses that accompanied the rapid growth. 

It required several years to deterjnine the economic and social position 
of installment selling and to establish organizations and methods for 
effective control. 

Over-production and keen competition among producers are largely 
responsible for the rapid development. Merchandise and services were 
coming on the market faster than the consumer could earn money to 
buy and pay for them. The character of many of the products and the 
rather substantial sales price made the use of ordinary book credit 
inadvisable. The installment system, which had proved a satisfactory 
method for financing the sales of a limited number of commodities 
throughout a long period of time, was modernized and successfully 
applied to the new situation. 

The installment system of credit permits the consumer to enjoy the 
use of the product while paying for it. When purchases of many kinds of 
articles have to be postponed until the buyer has accumulated enough 
savings to pay cash, he frequently becomes discouraged and ceases to 
save for the original purpose; the intensity of desire for the commodity is 
likely to decline with the result that he transfers his interest to some 
other product or service. 

The ease of buying and paying by this method appeals to many 
consumers. If they have a fairly steady and regular income, payments 
can be so budgeted that they can be made without inconvenience. When 
buyers have reached the limit of their income to support further pay- 
ments, purchases have to be curtailed until enough obligations have been 
liquidated to provide fresh purchasing power. This situation became 
prevalent in the early stages of the depression. 

Installment Selling and the Business Cycle . — Some merchants and 
manufacturers learned from experience that the volume of sales of their 
products was increased through permitting the consumer to pay in 
installments. The press of competition forced others to adopt the plan. 
The method probably promotes overbuying, especially during times of 
prosperity; it may change the flow of the demand toward some products, 
such, for instance, as the automobile, radio, and electrical refrigerator, 
and away from others which are not offered on this plan. This situation 
is more likely to be true in periods of prosperity than during other stages 
of the business cycle. 

The effect of the depression period of the business cycle on the 1 
Promptness with which installment payments are made is debatable. * 
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When credit stringency appears and the demand for labor begins to 
decline, the conservative buyer tends to curtail his purchases on the 
time-payment plan and liquidate his existing indebtedness as rapidly as 
possible. Some are able to continue their payments out of savings even 
though they may be temporarily unemployed. If installment sales are 
unwisely made, as was the practice of some firms in 1929 selling electrical 
household equipment from house to house, a major business depression 
will very likely force a large number of repossessions with loss to the 
selling firms. This situation does not necessarily arise when buyers are 
conservative, sellers grant credit judiciously, and the possibility of the 
depression is anticipated. \ 

The Commercial Credit Company reported that on December 31, 
1925, almost 0.5 per cent of its outstanding paper was mote than 60 
days overdue. That percentage rose above 0.8 per cent during the 
winter and stayed above 0.4 per pent the following winter. Until 
the middle of 1930, with more paper outstanding, the figure had gone 
above 0.25 per cent in only two months, and then only slightly — in 
February and March, 1930 — and it had been as low as 0.1 per cent more 
than once. Repossessions for the first six months of 1930 remained 
below the figures for previous years. During the first eight months 
following the stock market panic of November, 1929, automobile sales 
dropped 30 per cent, yet the drop in dollars of installment financing of 
automobile sales was only 17 per cent while the financing of the sale 
of used cars increased. The Federal Reserve Bank of Boston reported 
more than a normal increase in installment sales of all kinds in its district 
during the first six months of 1930. A large public utility company 
reported a 9 per cent increase in appliance sales on installments during 
the same period. If these data are at all representative, it would appear 
that installment sales are not materially reduced during the first stage 
of a major business depression. 1 Retail automobile installmedts due 
finance companies in 1933 were only one third of the 1929 peak. As 
the depression progressed, there was a steady decline in the amount 
due until the middle of 1933. Trade-ins on sales of new cars increased 
from 69.4 per cent in 1928 to 72.5 per cent in 1929, to 88.7 per cent in 
1932, and then declined to 85.8 per cent in 1933, and to 77.7 per cent 
in 1934. Total trade-ins in percentage of new cars sold increased from 
115.5 per cent in 1928 to 177.5 per cent in 1933, then declined to 159.6 
per coat in 1934; the number of used cars sold in percentage of new cars 
sold increased from 117.0 per cent in 1928 to 185.9 per cent in 1932, 
aadi then declined to 171.2 per cent in 1934.* 

1 Few business men and consumers realised at the time that we were ha the &st 
stage of a major business depression. 

? Automobile Fact* and Figure «, 1985 ed. 
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Inst allm ent selling probably does no more to stimulate ill-advised 
purchasing and overbuying than many forms of advertising and salesman- 
ship, the offer of “free” deals, quantity discounts, special services, anda 
number of other constantly used schemes. We are justified in accepting 
the i ns tall m ent plan as a useful element in our marketing system, but 
we should not lose sight of the possibilities of abuse and misuse. The 
character of the results secured from using this method depends upon 
the judgment exercised by the consumer in obligating himself and the 
care exercised by the seller in administering the plan. 

Factors Thai Should Be Considered . — There are certain fundamental 
factors that must be considered if installment selling is to be kept on a 
sound basis. These factors are conditions concerned with the purchaser, 
the product sold, and the terms of the contract. 

The Purchaser. — Even though the commodity is used as partial 
security, still the character of the individual purchaser should be care- 
fully considered. The justification for installment purchasing is a 
need for the product and the ability to pay the installments out of current 
income. Due consideration should be given to the buyer’s other obliga- 
tions and to the possibility of accident, illness, and involuntary unem- 
ployment. Does the purchaser have financial reserves, such as savings 
account, accident, fire, and life insurance, and sources of income other 
than his salary or wages? The family or individual who assumes 
obligations of installment payments to the limit of his income without 
making adequate provision for the ordinary risks of reduced income 
places himself in the class of ill-advised speculators. Such individuals 
are gambling with their future purchasing power. 

There are individual buyers who place the burden of determining the 
limit of their purchases upon the seller. They will, in other words, buy 
as mugh on credit as merchants will agree to sell. They follow the 
policy of “letting the ‘other fellow worry.” The effective operation of 
modern credit bureaus has reduced the damage formerly done by this , 
class of buyers. The one furnishing the credit has to offset the lack of 
sound judgment and responsibility on the part of the purchaser by 
carefully investigating his character, moral standing, place of residence, 
occupation, length of time in present position, number of dependents, 
recreational interests, outside affiliations, current income, property 
owned, and other facts that may indicate his present and continued 
ability and willingness to meet his obligations according to contract. 

Character of the Article. — Economists and business men alike 
generally agree that the purchase of machinery or other articles that 
“pay for themselves” — through savings in lime, labor, and expense— 
on the installment plan is justifiable. They agree also that the use of 
t&8 plan in purchasing merchandise that is consumed before it is com- 
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pletely paid for is economically unsound. The purchase of commodities 
that add to the convenience, comfort, education, health, and pleasure 
of the individual or family, on the time-payment plan, is sound provided 
due consideration is given to the controlling factors. 1 

The product, since it is used as part of the security, must be of such 
permanent character that if repossession is necessary the seller can 
dispose of it for an amount equal to approximately the unpaid balance. 
The sale of food, services, and other goods that are normally consumed 
immediately after purchase is not adaptable to the installment method. 
Clothing, generally speaking, falls into this class. Furs, which have a 
somewhat longer life than ordinary clothing, are sold on the plan. The 
ten-payment plan used in selling clothing in some sections of the country 
is another exception. This plan, however, seems to have been substituted 
in most instances for an open-account system formerly used. The 
change apparently has improved thetsredit situation in many instances, 
since under the open-account plan the average credit period was 60 days 
or more; under the ten-payment plan, the debt is typically liquidated 
in 2 months or less. Under this plan a down payment of 25 per cent 
of the sales price is usually required. The balance is paid in ten weekly 
installments under a regular, signed customer’s agreement. The typical 
installment retailers, on the other hand, cater to buyers with ah income 
between $30 and $40 a week. A first payment of $5 or $10 is usually 
collected on a suit of clothes selling from $30 to $40, and the usual 
terms for the balance are $2 per week. A 10 per cent discount is usually 
given for payment of bills within 30 days. 2 The basis of such credit 
obviously has to be placed primarily on the customer’s ability and 
willingness to pay rather than on the article sold. 

The Terms of the Contract. — The terms of the installment contract 
should be governed by the nature of the product and the mojal and 
finaneial standing of the buyer. The amount of the down payment 
varies for different products and for different buyers. More liberality 
in terms may be granted to a purchaser whose position and character 
warrant such treatment. A sound policy demands, however, that the 
down payment be large enough to give the buyer a substantial equity in 
the article. He should feel that he owns a product rather than that he is 
renting it. The standard down payment for automobiles is approxi- 
mately 33M per cent, although some sales are made on terms of less 
than 26 per cent. The percentage of repossessions on new cars with 

* A. E. Duncan, “The Economics of Installment Buying from the Finance Com- 
pany’s Standpoint,” an address delivered before the National Association of Super- 
visors of State Banka, at Columbus, Ohio, July 20, 1026. 

* “The Retailer and the Consumer in New England,” Trade Iitfomatkn Bull. 
No, 575, pp. 25 Jf. 
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down payments of 33H per cent was 2.7 per cent in 1927, and 2.8 per 
cent for both 1928 and 1929; then it increased to 5.0 per cent in 1932^ 
and declined to 2.6% in 1933. With down payments of 25 per cent 
the percentage was 5.9 per cent in 1927, 4.1 per cent in 1928, and 5.1 per 
cent in 1929; it increased to 6.8 per cent in 1932, and then declined to 
4.4 per cent in 1933. 1 These figures indicate that the risk is perhaps 
higher when the down payment is small and general business conditions 
are unsatisfactory. The down payment on used cars is typically hi gW 
than on new cars. It runs, usually, from 35 to 40 per cent. The risks 
involved in selling used cars on the installment plan are apparently 
greater than for new cars. The percentage of repossession for used 
cars with a down payment of 40 per cent was 5.2 per cent for 1927, 
5.3 per cent for 1928 and 1929, then increased to 10.4 per cent in 1932, 
and declined to 7.1 per cent in 1933. With down payments of 35 per 
cent or less, the rate was 6.9 per e#nt in 1927, 10.9 per cent in 1928, 
9.0 per cent in 1929, increased to 15.0 per cent in 1932, and then declined 
to 10.0 per cent in 1933. The adverse effects of the depression are 
clearly indicated by these figures. 

The length of the credit period is governed by the nature of the 
product and the character and financial standing of the buyer. The 
maximum length of the period should be well within the time in which 
the buyer will continue to use the article. The probability of the buyer 
moving away or changing his employment should be given due con- 
sideration. The maximum period for automobiles, which have a rapid 
depreciation, is about twelve months, with payments made in equal 
monthly installments; for taxicabs the period is only six months; for 
pianos, jewelry, and articles which depreciate slowly the period is longer 
and the required down payment smaller. 

The/isk of loss bears a close relationship to the length of the period. 
The average direct loss per repossessed car, i.e., the amount owing minus 
amount received from sale — when there were twelve or less equal monthly 
payments, was $43 in 1927, $56 in 1928, and $60 in 1929; the amount 
declined to $43 in 1931, increased to $56 in 1932, and declined to $39 in 
1933. In those cases where there were thirteen to eighteen equal 
payments the loss was $58 in 1927, $75 in 1928, and $83 in 1929; there 
was a decline to $66 in 1931, an increase to $69 in 1932, and then a 
decline to $58 in 1933. It is interesting to note the rather subst anti al 
increase in the losses during the three years 1928-1930. This was 
probably due to the demoralised condition of the used-car market during 

1 For the year 1984, approximately 10,7 per cent of new passenger can i were told 
on dorm payments of Ian than 83% per cent, and 38.4 per cent of the new commercial 
CW8 were acid on this of down payment. Automobile Facta and Figvrta, 

op. ch. 
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the time, which made it difficult for the finance companies to dispose 
of the repossessed cars on a satisfactory bans. 

Standard Terms. — The following statement gives the standards with 
reference to the size of the down payment and the length of the credit 
period for a number of industries using the installment plan. 

Rather oddly, even without agreement to that end, the ridiculously tiny 
down payment seems to have disappeared. Except at holiday time, when it is 
still common practice to promise “nothing to pay until after Christmas,” dealers 
have learned the folly of letting goods out to a purchaser who is unable to provide 
at least a tenth of the price at once. Even this Christmas baiting will be less 
common in the future. ' 

The new “recommended standard terms” are these: \ 


Kind of product 

r. 

% down 
payment 

T^ne in 
months 

Refrigerators, domestic 

10 

24 

commercial 

20 

24 

apartment house 

10 

36 

15 

Washing machines and ironers 

10 

Radios 

10 

12 

12 

24 

Vacuum cleaners 

10 

Stokers, domestic 

10 

commercial 

20 

24 

Oil burners 

10 

24 

Oil burning furnaces 

10 

24 

Heating equipment 

10 

24 

Furniture and furnishings: 

Unpaid balance $ 0-50 

10 

8 

51-150 

10 


151-200 

10 

12 

201-250 

10 

15 

Over $250 

10 

18* 



Minimum Down Payment and Minimum Monthly Payment, all classes of 
me r chan d ise, $4.50. 

Observe that these terms do not apply to automobiles or automotive equip- 
ment, nor to equipment for stores and factories. 

These terms are today, however, “standard” for General Electric, Westing* 
house, Kelvinator and General Motors appliances, and for Montgomery Ward &■ 
Company. They have also been unanimously approved by such organisations 
as the National Retail Dry Goods Association, National Electrical Manufac- 
turers’ Association, National Retail Hardware Association, and National Retail 
Credit Association. All these, moreover, have agreed to recommend and urge 
open their membership immediate acceptance and promulgation of the “recom- 
mended standard terms.” 1 

1 JLuura, H. A., “Standards for Installment Buying,” Adverting and BAiWb 
p. 32> May 23, 1835. 
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Factors of Security. — The seller extends credit equal to the amount 
of the unpaid balance. When the financing is done through & finance 
company, the seller in reality does not extend credit. The buyer usually 
gives his promissory note for the remainder, secured by a lien in th® 
form of a chattel mortgage on the goods bought, and signs a contract to 
make regular payments at stated times. When the dealer discounts 
the buyer’s note with a finance company, he usually endorses it, which 
permits the company to look to the dealer for payment if the consumer 
fails to meet his obligations. 1 To increase the security the buyer is 
required to pay for adequate insurance. 

The average amount of the notes purchased by finance companies for 
new cars was $635 in 1928, $595 in 1929, $546 in 1932, and $516 in 
1933, then increased slightly to $519 in 1934; for used cars the notes 
averaged $307 in 1928, $296 in 1929, $241 in 1932, $220 in 1933, and 
$216 in 1934. The protection of the seller or the finance company in 
cases of default depends upon taking prompt action toward repossession. 
The possibilities of rapid depreciation under the circumstances are so 
great that total loss of the article may ensue. “Skips” for p asseng er 
car purchases per 1,000 transactions were 4.7 in 1928, 5.2 in 1929, 5.5 
in 1930 and 1931, and declined to 4.6 in 1933, and 2.1 per cent in 1934. 
The figure for commercial car purchases in 1934 was 3.3 per cent.* 

According to M. V. Ayres, the installment debt outstanding in the 
United States, at any one time, is never much more than half of the 
amount created annually and, because of the down payment, is usually 
only about 40 per cent of the annual installment sales. He estimates 
that approximately 10 per cent of the outstanding installment paper is 
held by banks, 35 per cent by merchants, and the remaining 55 per cent 
by finance companies. He believes that the automobile accounts for 
slightly more than half of all installment paper. His estimate places 
the totaf volume of installment paper for 1929 at approximately $6,700,- 
000,000, with $2,900,000,000 outstanding at the end of the year.* 

1 In some instances the endorsement is made without recourse. When this is the 
case the finance company cannot hold the dealer liable if the consumer defaults. 

* Automobile Facta and Figures, op. c if. 

* New York Journal of Commerce, Apr. 21, 1930, in an article which was a reply 
to one by H. P. Willis criticising installment selling methods. Dr. Willis took a far* 
less optimistic view, apparently feeling that installment credit comprised a much 
larger proportion of consumption and commercial credit. He estimated the total 
amount to be probably in excess of $10,000,000,000 and that banks were carrying 
about $6 per cent of this amount. He reasoned that in periods of depression and 
unemployment there would likely be a large number of people unable to meet their 
payments; this would lead to “frosen ” credit in the hands of the banks and thus to a 

situation in the general field. Dr. Willis and Mr. Ayres obviously are far 
awn agreement. 
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The fallowing quotation indicates the general procedure followed by 
the General Motors Acceptance Corporation, which finances the retail 
installment sales of General Motors. 

The GMAC Retail Plan 

Under the GMAC Retail Plan, General Motors dealers may sell the products 
of the Corporation to customers in good credit standing upon terms properly 
suited to the purchaser’s income. The buyer pays a portion in cash (usually 
from 30 to 50 per cent, depending upon his circumstances) and gives an obligation 
for the remainder payable in equal installments adjusted to hjs income. The 
price paid is the cash price plus the GMAC financing charge covering the cost of 
investigation, interest, fire and theft insurance, service, and collection expenses, 
etc. A lien is retained on the product until payment is completed* 

General Motors Acceptance Corporation has recourse to the. dealer on all 
obligations of the purchaser which are bought by the Corporation. Adequate 
reserves, however, are set up to protect4>oth GMAC and the dealer against loss. 
Control of credit sales is thus primarily in the hands of the dealer, but his judg- 
ment is supplemented by the broad experience of a highly trained credit organiza- 
tion. The deferred payments are made by the purchaser direct to the Acceptance 
Corporation, relieving the dealer of routine collection details. 

The GMAC Retail Plan provides fire and theft insurance in the General 
Exchange Insurance Corporation, protecting the purchaser and dealer as their 
interests may appear. A policy is issued to each purchaser so that he may 
be properly informed of the exact nature of his protection. 

Ford sales are financed through the Universal Credit Company; 
Kelvinator finances the sales of its products through its own Refrigerator 
Discount Corporation; and General Electric handles its credit sales 
through the Industrial Acceptance Corporation. 

Arguments Pro and Con. — The following summary of argument for 
and against installment selling is of considerable interest to the student 
who wishes to survey the question hurriedly from all sides. 1 

Arguments in favour of the system: 

1. It is preferable to a system of long-term open account, or book credit. 

2. It facilitates the enjoyment of amenities not otherwise procurable, and 
thus promotes efficiency. 

3. By making possible the purchase of articles with too high an initial cost 
to be bought generally for cash, it stimulates demand and increases production. 

4. It encourages mass production, and the consequent greater output 
reduces costs and tends toward an improvement in quality. The resultant fall 
In juices offsets the increased cost to installment buyers, arising from interest 
and other charges. 

5. Increased production and lower prices raise the standard of living. 

* Taken from The Economic* of InttaUment Trading and Hire-purcha*e t by W. F. 
Crick, London. 
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, 6* The insta llmen t system preserves a balance between production and 
consumption. 

7. It protects principal by encouraging purchases out of income of 

out of capital account. 

8. It encourages saving, since some of the money paid in meeting install- 

ments on capital goods would otherwise probably be spent on immediate 
consumption. t 

9. It promotes hard work, with a view to earning bigger incomes in order to 
enjoy the amenities made available through the installment system. 

10. The necessity of keeping up installment payments encourages systematic 
budgeting in respect to personal incomes. 

Arguments against the system: 

1. It promotes extravagance, based on the chances of continuing and growing 
incomes. 

2. It leads to business losses due to inability to investigate and supervise 
personal credit as thoroughly as business credit. 

3. Competition has resulted in the%xtension of the system to articles which 
depreciate rapidly. 

4. The terms are often too lax, and sometimes there is no difference between 
the cash and installment prices; thus overbuying is further encouraged and an 
unfair burden is placed on the cash buyer. 

5. Installment paper in banks constitutes a menace in times of stringency. 

6. The system presents prospects of increased trouble in times of business 
depression. 

7. It tends to overextension of industiy to meet an anticipatory demand, 
and thus encourages overproduction. 

8. It is like monetary inflation, and produces a condition which requires 
for its maintenance more and larger doses of the stimulant. 

9. It encourages the production of luxuries as against non-luxury goods. 

10. It creates a body of debt that stands for something already consumed, 
at least in part. 

We qpme, then, inevitably to a favourable conclusion. At the same time 
it is necessary to guard against exaggeration, and we have endeavoured to show 
how the spread of installment buying is not a heaven-sent invention to deliver 
mankind from poverty and privation, but a useful aid, of quite moderate and 
limited strength, towards the central objective of economic life, the attainment 
of a higher and ever higher material standard of living for the great body of men 
and women, at the cost of & minimum of unpleasant and harmful exertion. We 
have found the results of installment buying good, though not so am azi n gly and 
unqualifiedly good as to warrant the ecstasies with which some observers have 
greeted it. We cannot for a moment place it on a parity, for example, with the 
results of the achievements of the last century or so in the technique of industry, 
truusportation, trade, and finance. 

Costs of Credit. — Credit costs money. The utilizing of credit tends to 
raise prices above what would be necessary for the same volume of sales 
°n a cash bads. We have seen that credit is necessary under promt 
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industrial conditions. Modem business could not possibly be conducted 
entirely on a cash basis; therefore credit must be used. Buyers recognise 
the economic value of credit, desire the convenience of its use, and are 
willing to pay a price covering the extra costs. Total costs do not 
necessarily increase by an amount equal to the costs of credit. When 
the use of credit makes possible large-scale production and marketing so 
that unit costs decrease more than the credit costs increase, and other 
expenditures remain the same, the total costs may conceivably be lower 
than if credit were not used. 

Credit granting involves the performance of a number! of expensive 
activities. The applicant for credit must be investigated as to his 
character, occupation, resources, liabilities, and reputation'* for honesty 
and reliability. Elaborate retail credit and interchange credit bureaus, 
national in scope, have been organized. Mercantile agencies for investi- 
gating the credit standing of manufacturers, wholesalers, and retailers 
have been in operation for many years. The costs of operating these 
agencies have to be charged up to credit. Other expenses are encountered 
in keeping the detailed records necessary for effective credit administra- 
tion, and for making collections. The individuals and organizations 
who advance the credit must be paid the market rate of interest for this 
class of loans. There are additional costs of a somewhat special charac- 
ter, such as losses resulting from bad debts, returns and allowances, and 
from the process of repossession. The costs of governmental credit are 
high when the tax rate is considered; 22 cents of each tax dollar goes to 
pay interest on the national debt of $28,500,000,000 (beginning of 1935) 
compared with 2 cents before the war; on June 30, 1935, the national 
debt was estimated at $34,250,000,000 with interest charges of $875,000- 
000 annually. 

Credit Losses , — The ratio of bad debts to total credit sales for 
10,264 retail establishments surveyed by the Department of Commerce 1 
was 1.2 per cent for installment sales, and 0.6 per cent for charge accounts. 
Only 0.3 per cent of total retail sales was lost because of bad debts on 
open-account credit, and 0.2 per cent of total sales was lost on install- 
ment sales. The loss percentage on credit sales by grocery stores was 
0.7 per cent, and automobile dealers showed a loss of 1.0 per cent on 
open-account business and only 0.3 per cent on installment sales. The 
following table 1 gives the department's figures for the types of stores 
indicated. 

The credit losses in each type of store showed a remarkable decline 
as the size of store increased, probably indicating a higher type of manage- 
ment. Some sections of the country showed much higher losses than 

1 Cf. “National Retail Credit Surrey,” op. eit Part III, p. 04. 
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others for comparable stores. The percentage of loss was greater for 
the small firms than for the larger; for example, 719 firms with sales 
under 1100,000 suffered a loss of 1.535 per cent, while 812 firms with 
average sales above $1,000,000 had only 0.352 per cent loss. The total 
volume of sales of the last group was $3,038,481,000, while the total 
volume of the first group was only $45,310,000. 1 

Table 81. — Relation of Bad Debts to Credit Sales 

Open credit Installment credit 


Type of business 

Ratio, bad 

Ratio, bad 

Ratio, bad 

Ratio, bad 


debts to 

debts to 

debts to 

debts to 


credit sales 

total sales 

credit sales total sales 

Department stores 

0.4 

0.1 

0.9 

0.05 

Furniture 

Women’s, children’s, and 

*0.8 

infants 

0.3 

1.4 

1.0 

wear 

0.5 

0.2 

3.7 

0.9 

Men’s and boys’ clothing. 

1.1 

0.4 

2.4 

0.6 

General clothing 

0.7 

0.4 

7.9 

6.2 

Dry goods 

0.8 

0.4 

1.4 

0.8 

Fur goods 

0.7 

0.5 

0.8 

0.3 

Boots and shoes 

0.8 

0.3 

No reports 


Jewelry 

0.5 

0.3 

4.4 

2.5 

Miscellaneous 

0.7 

0.4 

1.5 

0.4 


R. G. Dun & Co. reported the following data for 1931: 4,049 firms 
in more than 150 different divisions of industry with sales of $4,010,726,- 
000 had credit losses of $19,489,639, an average of $4,813 each. The 
average percentage of bad-debt loss was 0.486 of one per cent; 18 per 
cent of jfche firms did 76 per cent of the business, but suffered only 55 per 
cent of the loss. The percentage of loss of the low-volume group was 
slightly more than three times that of the highest volume group. The 
New England group of states showed the lowest percentage loss, 0.435 
per cent, and the Southwest group showed the highest loss ratioi 1.230 
per cent.* 

A large proportion of costs connected with ha n d l i ng returns and 
allowances should be charged to credit. This is justified on the grounds 
that credit selling seems to encourage the practice of returning goods 
by the customer, and the merchant is perhaps more lenient with his 

1 The average bad-debt losses on open-credit accounts and installment credit, as 
reported by the Department of Commerce Retail Credit Survey in 1934 were about 
half of the 1933 figures. 

* Industrial Credit Doss Survey, based upon 1931 experience of concerns in food, 
tobacco, drugt and chemical industries. R. G. Dun A Co.* 
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credit customers. The Retail Credit Survey found that for department 
stores the percentage of returns and allowances on cash sales was 5.9 
per cent, on open-account sales, 14.2 per cent, and on installment sales, 
13.1 per cent. 1 The 1934 Retail Credit Survey indicated that returns 
and allowances on total gross sales, including repossessions on installment 
sales, dropped from 4.7 per cent in 19$3 to 4.4 per cent in 1934. 

The rate of collection on credit sales is an important factor of cost. 
In addition to the interest charge resulting from the delayed payments, 
there are costs connected with sending out notices, statemenljs, collectors, 
and perhaps court expenses. Installments outstanding w^re collected 
at the rate of 13.5 per cent a month, according to the Retail Credit 
Survey. Buyers were liquidating their indebtedness in slightly more 
than seven months, when the customary limit was probably 10 to 
12 months. Charge accounts were paid off on the average at the rate 
of 44.1 per cent a month, but some grocers reported collection per- 
centages on open accounts of 66.8 per cent. The average length of 
time that open accounts receivable were outstanding was 68 days. 
The 828 reporting stores in 1934 should average monthly collections on 
ordinary accounts equal to 42 per cent compared with 37 per cent in 1933. 

The Rights of the Buyer. — The buyer is entitled to expect, and should 
receive, the benefit of a fair market price, and ethical and businesslike 
treatment from the seller. He should be willing to pay a price that 
covers a reasonable profit and, when he accepts credit, a price that 
includes the costs of this service. The person who buys on credit 
should not expect to be able to buy merchandise on a cash-price basis. 

The quotation of the total cost to the buyer of goods bought on the 
installment plan is not always clearly stated by the seller. The following 
statement, published in Domestic Commerce, illustrates this situation. 

The cost of credit, as instalment schedules are now drawn, is one of the 
features most difficult of appraisal. Seemingly credit terms are often made 
unnecessarily complex with the deliberate aim of confusing or deceiving the 
customer. Dealer A offers to sell a $200 refrigerator on the following terms: 
the 1st price, less 2 percent, for cash in 5 days; the list price in full for cash in 
30 days; or 10 percent down payment, with the balance, plus a carrying charge 
of 6 per cent a year on that balance, to be liquidated in equal monthly instalments. 
Dealer B will sell the same refrigerator for a down payment of 20 percent, the 
balance, plus 8 percent of the list price, to be liquidated in twelve equal monthly 
instalments, with all carrying charges waived if the account is paid up in full 
within 90 days. Dealer C, who finances credit sales with his personal capital, 

* Baturas and allowances for 2,048 retail stores in different lines, according to the 
Bstail Credit Survey, during 1927, were distributed as follows: cash sales showed 
returns of only 5.2 per cent; open-account sales, 9.9 per cent; while returns of install- 
ment credit sales amounted to 12 per cent. Baturas and allowances were estimated 
at $8,000,900,000 annually'. 
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and who refuses to quote instalment terms until he has investigated the customer’s 
credit standing, finally states his terms as $35 down, and $10 a month for, 18 
months. Which of the three plans offers the most favorable rate? Would it he 
to the advantage of the consumer to pay cash obtained as a loan from an inde- 
pendent agency? 

Under existing divergent methods of quoting terms, it is scarcely to be 
wondered that few instalment purchasers can ascertain what rates for credit are 
obtainable. The few who exercise their curiosity often conclude, from cursory 
and unskilful examination, that all instalment credit is extremely costly, or all is 
quite reasonable. Either generalization nfay err widely in application to a 
specific case. 1 

Financing Foreign Marketing. — While perhaps less than 8 per cent 
of our total volume of business in the years 1920-1929 was represented 
by foreign sales of goods, yet certain industries lean heavily upon foreign 
trade for their prosperity. Thus normally we export approximately 
60 per cent of our cotton crop, 40 per cent of our tobacco production, 
40-45 per cent of our lard, 18-20 per cent of our wheat, 36 per cent of 
our copper output, 31 per cent of our lubricating oil, 40 per cent of the 
production of typewriters, 29 per cent of the printing machinery, 21 per 
cent of the locomotives, and 14 per cent of the passenger automobiles. 2 
The drastic decline in our foreign sales during the early 1930’s was felt 
with tremendous consequences by a large number of important industries 
and those individuals depending upon them for employment and divi- 
dends. The effect of this decline upon purchasing power was reflected 
in a decline of domestic sales, of many other products, to these unfortu- 
nate individuals. The decline in foreign sales was the result to some 
extent of the decline in the purchasing power of foreign buyers. This 
purchasing power, no doubt, had been somewhat artificially stimulated 
during; the decade following the World War, through the liberal financing 
policy followed by our exporters and their banks. 

According to some estimates, 65,000,000 acres of crop land, or 18.6 per 
cent of the country's crop area, was required during the period 1921- 
1929 to produce the agricultural products sold abroad. Approximately 
3 , 000,000 workers were engaged directly and indirectly in producing 

* From an article by LeBaron R. Foster in the Journal of Business, University of 
Chicago. Quoted in Domestic Commerce , May 10, 1935. 

* The volume of our merc han di s e exports declined from more than $5,000,000,000 
in 1929 to approximately $2,150,000,000 in 1934. The following percentages erf our 
domestic production were exported in 1933; cotton 66 per cent j gums and rosin produc- 
tion 64 per cent; prunes 58 per cent; sardines 51 per cent; tractors and parts 50 per 
cent; borax 49 per cent; patent side upper leather 4? per cent; power-dnven metal- 
working machinery 41 per cent; office appliances 30 per cent; air craft, engines, and 
par ts 12 per cent; lumber and timber 11 per cent; automobiles 7 per cent. Memo- 
^adum on Factors Affecting Foreign Trade Policy , Department of Commerce, 193flL 




^rchandise to principal countries, 1934. {Domestic Commerce , March 30, 1935.) 
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and transporting goods sold in foreign markets. We, of course, buy 
goods, for example, rubber, silk, coffee, tea, sugar, bananas, tin and 
manganese ore, from foreign countries. A country cannot sell to foreign 
countries over an extended period unless it also buys, or exports “capital 
or credit.” The two maps on the preceding pages indicate in a graphic 
manner the flow of goods to and from $he United States. 

During the period 1923-1933 inclusive the United States sold goods 
valued at $43,265,000,000 to the rest of the world; we, at the same time, 
bought goods from other nations worth $36,658,000,000. Wejsoid services 
of various kinds, including accumulated interest, valued at $16,431,000,- 
000; we bought services valued at $8,849,000,000. We sold securities and 
provided other investment opportunities valued at $5,089,000,000 to 
foreigners during this period. We bought securities from other, countries 
valued at $9,429,000,000. American tourists bought services valued 
at $9,849,000,000 in foreign countries. f Thus our imports and our exports 
balance with the sum of $64,785,000,000 for the period. 1 

During the period 1914-1922 the United States changed from a 
debtor to a creditor nation. At the end of this period the United States 
was a creditor to the extent of $16,333,000,000. At the end of the period 
1923-1929 the sum had risen to $18,877,000,000; at the end of the period 
1930-1933 the net credit position was $20,600,000,000. During the 
period 1923-1929 the United States sent abroad more than $7,000,000,- 
000; only about $2,500,000,000 of this, according to Mr. Peek, was used 
to buy goods, services, and gold from us; the remainder was used to buy 
stocks and bonds, and to establish short-term credits and bank deposits 
in the United States. 4 

The development and maintenance of foreign trade on a large scale, 
in common with domestic marketing, depend largely upon the ability to 
finance it. Whether a foreign buyer will purchase his agricultural 
machinery, grain, cotton, automobiles, electrical equipment, ancl other 
articles of merchandise from the United States or some other country 
frequently depends upon which country will furnish him credit. Much 
of the large volume of American goods sold to manufacturers and mer- 
chants in foreign lands during 1927 and 1928 was made possible through 
the enormous loans made by Americans to these countries. 

Contrasted with Domestic Trade Financing . — The general principles 
of credit are the same whether used in foreign or domestic trade; the 
practice, however, is different, due to the character of a number of con- 
trolling factors. More time is usually consumed in the movement of 
goods between seller and buyer when these two are located in different 
countries. The distances involved and the agencies of transportation 

1 Pass, Gsoscu, “Letter to the President on Foreign Trade,” June, 1984. 

* Ibid. 
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and communication used make the time factor very important. Dif- 
ferences in the forms of money and in banking practices in the various 
countries complicate the financing procedure. There is need for special 
forms of security due to the longer time, greater distances, and to the 
fact that “trust and confidence” are usually not so great when the 
nationals of one country are dealing with the nationals of another. 
The risks of loss and damage from fire, water, shipwreck, collision, and 
other hazards of the sea are ever present. The tariff, health, and other 
laws of the various countries present more or less serious obstacles in 
the way of the free movement of trade between nations. All of these 
factors, together with others, have led to the development of certain 
terms, practices, and customs unique in the foreign-trade field. The 
prices quoted by the seller frequently take into consideration all the 
costs involved, such as interest, discounts, commissions, foreign revenue 
stamp charges, and other necessary expenditures. 

Principal Documents Needed . — Because of the conditions pertaining 
to foreign trade outlined above, credit administration typically requires 
certain specific documents. The more important ones are (1) the 
negotiable bill of lading which is vis6d by the consul of the country of 
destination; three copies of the ocean bill of lading usually are issued 
by the steamship company; (2) a marine insurance policy or certifi- 
cate of insurance; (3) a consular invoice; (4) commercial invoices; and, 
in some instances, a certificate of origin, packing list, and a health 
certificate. 

The principal financial instrument used in foreign trade is the bill 
of exchange. This may be drawn by the seller on the buyer; when the 
drawee acknowledges his responsibility under the terms stipulated 
therein by writing the word “accepted” across the bill, and signs his 
name^ it becomes a trade acceptance. It may then be held by the seller 
until maturity or discounted by him at some bank or in the acceptance 
market. When the buyer is not well known or his credit standing is in 
doubt, the seller may be authorized, through a commercial letter of 
credit furnished by the buyer, to draw the bill against some designated 
bank. When this bill has been accepted by the bank, it is known as a 
banker’s acceptance. 

The seller takes the draft drawn according to the terms authorized by 
the letter of credit, together with the shipping documents, to his local 
bank and discounts it, thus getting his money immediately. This bank 
sends the documents to the authorizing bank which accepts the draft. 
It can now be sold in the acceptance market. The bank that bought 
the draft from the seller now gets its money. The accepting bank holds 
the documents until the buyer pays. It will be noted that the accepting 
hank did not give but any money; it merely .permitted the use of its 
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name and assumed a certain amount of risk. For this service it receives 
a gnail commission. 

Kinds of Bills of Exchange. — Classified on the basis of the time when 
they are to be paid, there are sight and time bills. A sight bill or draft 
is one payable at sight or upon presentation to drawee. A time bill 
becomes payable at some definitely stated future date. These bills may 
be drawn payable in the currency of the country of the drawer or of 
the drawee, or in the currency of some third country. Thei seller who 
agrees to accept payment in the form of a draft drawn in ttie currency 
of some foreign country assumes the risk of loss or gain due to tne fluctua- 
tions in exchange rates. He never knows how much money in terms 
of his own country he will receive when he collects. If the draft is 
drawn in the currency of his own country, he knows definitely h0w many 
units of .currency he will receive. 

Form of Security. — The basis of Bounty is the product being sold; 
title is usually transferred by possession of an order bill of lading. The 
reputation of the seller and of the buyer are also important elements in 
reducing the risk that the drafts may not be paid. When the seller 
discounts the draft he has drawn on the buyer, he endorses 'it. He 
thereby becomes liable for payment in case the drawee refuses to pay. 
The character of the product may be such that it deteriorates rapidly; 
if a delay in shipment ensues, it may become practically worthless. 
If this situation is not covered in the insurance contract, the seller may 
• have to reimburse the bank. 

Parties Involved in Foreign-trade Financing. — There are four major 
parties typically involved in foreign-trade financing when commercial 
letters of credit are used: the bank that opens the credit by issuing the 
letter; the paying or accepting bank on which the beneficiary is authorized 
to draw; the seller or beneficiary who is authorized to draw; the 
importer or buyer for whose account it is opened. When opening a 
credit, it is necessary to state whether credit is revocable or irrevocable, 
the tenor of the drafts to be drawn, the amount of the credit, how goods 
are to be consigned and bills of lading drawn, details of documents 
required and the disposition to be made of them, where and how insurance 
is to be placed and to whose order it is payable, expiratory date, and for 
whose account the credit is opened. 1 

A Type Case from (he Viewpoint of the Exporter. — The following 
, quotation illustrates the procedure followed, the documents, credit 
instruments, and financial institutions used in a given type of export 
'.trade in which "export credit" is involved and the time draft is drawn 
to terms of toe currency of a third country.* 

1 Cf. Financing Foreign Trade, pp. 57 jf., published by the Royal Bank of Canada 

*Op. di,, pp. 21 £, 
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A publishing company in Buenos Aim deans to buy one thmamnri tons ■nt\ . 
C ana d ia n newsprint. We will suppose that the Canadian selling house does not ’$j 
exact a commercial letter of credit or sight terms, but is willing to extend ninety ' ’ ’ 
days’ credit. It quotes a price of seventy dollars United States currency per ton* 
whereas, on payment terms of cash against documents, it would have quoted 
possibly $ 68.60 per ton. 

The paper is placed on board the “Canadian Miller” at Montreal, and 
insured under the open policy of the selling company. Three bills of lading axe 
made out to the order of the shipper, and these and the certificate of insurance 
are endorsed in blank. A certificate of origin in Spanish, together with a full set 
of negotiable bills of lading, must be certified by the Argentine Consul at Mon- 
treal. Three copies of the certificate of origin will have been prepared, two copies 
of which, however, are kept by the Consul, together with one non-negotiable 
copy of the bill of lading. The only remaining papers necessary are commercial 
invoices, which show, in addition to the price and total cost of the shipment, the 
number of rolls of paper, their weight and measurement, and any distinguishing 
marks or numbers stencilled on then!. While commercial invoices need not be 
vised by the Consul, it is sometimes advisable to have this done, as when mer- 
chandise is subject to an ad valorem duty, the valuation of the goods may be ' 
determined by the customs authorities and the commercial invoices disregarded, 
unless they bear the certification of the Consul at the point of origin. 

80 far as documents go, all is now in order, and the shipper is able to draw a 
draft at ninety days’ sight on the Buenos Aires firm, covering the invoice value of 
the paper. In making quotations, the Canadian company had allowed for * 
incidental charges, such as revenue stamps and collection costs, in addition to . 
interest for the time it would be out of its money. The amount collectible on the ; 
draft is, therefore, the face amount only. f K 

Since the bill is drawn in United States dollars, one additional clause is 
necessary, t.e., “Payable at the bank’s selling rate on day of payment for sight 
drafts on New York.” 

The draft having been drawn and endorsed, and the complete set of bilb of 
ladin&and other documents having been attached, the Canadian paper company 
takes them all to its bank. If it is wise, it will have notified the bank of the fact 
that the shipment is being made, and will have obtained information on the 
standing of the importer. If the drawer’s credit warrants it, and the drawee’s 
standing is good, the bank will discount the draft, sending the first of exchange 
and a complete set of documents off to Buenos Aires by the steamer carrying Urn 
shipment, leaving the second of exchange and other documents to go via New 
York. The draft, we assume, will be accompanied by instructions to surrender 
documents on acceptance and not to protest in the event of non-acceptance, but 
to cable the Canadian bank for instructions. 

After the arrival of the goods in Buenos Aires, the drawee’s acceptance of 
the draft is obtained and the shipping documents are handed over. The bank 
thus loses the security of the merchandise, and will not receive cash to ninety 
days. It has now, however, the security of the drawee’s name on the draft; 
&Q d it has always its power of recourse against the maker in the event of 
non-payment. 
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We will suppose that no unforeseen event occurs, and that ninety days later, 

drawee settles his obligation by a cheque drawn in pesos on his local bank, 

4 covering the amount of the draft at the exchange rate named by our branch for 
right bills on New York. Buenos Aires Branch carries a Dollar Account with 
our New York Agency; and New York Agency would be instructed by Buenos 
Aires to debit this account with the amount of the draft we have been discussing. 
New York Agency in turn would credit the Canadian Branch with the United 
States funds thus received. 

If the bill had been taken by us on a collection basis, we would have obtained 
instructions as to how the drawer wished the funds to be remitted to him. 
Although the draft read that payment was to be made at the bankiB selling rate 
for right bills on New York, it would naturally be possible to purcnase a cable 
with the amount thus received. The amount of this cable would be less than the 
amount of the sight draft, but the drawer would save interest by receiving his 
money at an earlier date. 

A Type Case from the Viewpoint ^of the Importer . — The procedure 
followed in financing an import transaction based on a commercial 
letter of credit is well illustrated in the following quotation cited by 
h H. G. Moulton. 1 

Suppose an importer in New York desires to buy $10,000 worth of silk from a 
firm in Hongkong. The American importer is not known to the Chinese export- 
g ing house, and it is out of the question for the Chinese exporter to draw a bill of 
* exchange upon the New York importer and secure the funds by discounting the 
bill at a Hongkong bank. Moreover, since the importer's credit standing is 
||mknown to the Hongkong merchant, the latter cannot well afford to take the 
imance of shipping the goods on credit and waiting, say, six months for payment. 
An arrangement is therefore made whereby the credit of the New York house is, 
in a sense, guaranteed by a financial institution in which the Hongkong exporter 
may have confidence. 

Hie New York importer goes to his banker and secures a commercial letter of 
|*tedit. The letter of credit is addressed to the exporter, and it authorizes a bank, 
say, in London, to accept the six months’ sight drafts of the Hongkong exporter 
of silk up to a certain total sum and under certain prescribed conditions, per- 
taining to the attaching to the draft of bills of lading, insurance certificates, etc., 
these terms all being set forth in the letter of credit. The banker in London is 
of course notified that the letter of credit has been issued. The letter of credit 
itself is sent to the Hongkong exporter. Not until the receipt of this letter of 
credit, which (when confirmed by the London bank) assures him that a responsible 
financial house is willing to accept drafts drawn upon it and specifies the terms on 
which the goods are to be shipped, does the Chinese exporter proceed with the 
shipment of the silk. 

As soon as the goods have been shipped, the exporter draws a bill of exchange 
on the London bank, pins to it the bill of lading and the insurance certificate, and 
them takes the draft to his local bank in Hongkong, where it is discounted. The 

* financial Organization of Society, 3d ed. t pp. 384 ff. Reprinted with permission 
of the University of Chicago Press. 





FINANCING MARKETING ACTIVITIES $& 

whole transaction is then dosed so far as the exporter is concerned. It may fefi 
added that the Hongkong bank will have no hesitation in buying the dreif^ 
because it can either sell it to Chinese importers who must make remittance* te 
London or sell it to London directly for collection. It may be added, also,, that " 
the development of the American acceptance market would not necessarily lead 
to a general practice of drawing on American banks in this connection, for the 
reason that American bills would npt be in active demand in Hongkong, the 
financial relations of which are primarily with England, and also because of 
the lower discount rate that characteristically obtains in the London market. 

The goods are meanwhile on the way to New York. The draft, with bill of 
lading and insurance certificate attached, is now sent by the Hongkong bank to 
its correspondent bank in London, which presents it to the bank that has agreed 
to accept it. It is accepted and marked payable at a definite date, say, April 1. 
When the draft is accepted, the bill of lading and insurance certificate are 
detached (in case it is a “documents acceptance” as distinguished from a “docu- 
ments payment” instrument), the accepted bill is returned to the bank that 
presented it, and the bill of lading anjl insurance certificate are sent to the New 
York bank which originally arranged the commercial letter of credit. It may be 
noted that the accepted draft (bank acceptance) may be sold by the bank which 
has it in its possession to other banks in London, or to individuals desiring high- 
grade short-term investments. In fact, such an acceptance often changes hands 
many times during the interval between the date of acceptance and the date 
upon which it is due. 

By the time the bill of lading and insurance certificate have reached the bank 
in New York, the consignment of goods may also have arrived there. The 
New York bank therefore turns the bill of lading and insurance certificate over, 
to the importer of the silk, thus permitting the importer to secure the release 
the goods and offer them for sale. It will be noted that unless the individual can 
secure possession of the goods he cannot sell them, and if he cannot sell them, he 
cannot well turn over to the bank with which the letter of credit has been arranged 
the funds necessary to pay the London discounting bank. For it must be remem- 
bered that in the last analysis it is the importer who does pay for the good$. 
Concretely, the process of payment is as follows: 

The importing house pays to the New York bank $10,000 sometime before 
April 1. The New York bank turns these funds over to the London accepting 
bank before April 1. On April 1 the London accepting bank pays $10,000 to 
whatever individual or bank may present the bill for payment. It will be Been, 
however, that if the importer fails to put the bank in funds before it has to remit 
to London, the New York bank will have to advance the funds out of its own 
resources. And, in turn, if the London bank did not receive funds from its 
New York correspondent before April 1, it would have to pay the bill out of iti 
resources. Both banks, therefore, assume some risk; and as compensation each 
receives a commission, the amount varying but being commonly from H to yi 
of 1 per cent of the amount of the bill for every thirty days that it runs. 

Governmental regulation of foreign trade became more pronouncec 
during the depression. Several countries whose chief exports are m 
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^materials found the demand dedining rapidly a e the depression pro- 
gressed. Since they depended on tire exchange received for these 
exports to pay for the manufactured goods imported and to service their 
foreign debts, they found themselves unable to meet their accustomed 
financial obligations. Practically all countries resorted to methods 
designed to promote exports and to limit imports. The result was 
that the various governments established higher tariffs, import quotas 
and embargoes, and designated the use that could be made of the limited 
available exchange. Domestic currencies in several countries were 
devalued so as to encourage sales to foreign countries. Some countries 
subsidised, in one form or another, their export industries. These 
aggressive export policies were usually met with some form of retaliation 
on the part of the manufacturing countries. The quota, embargo, and 
higher tariffs were commonly used by these countries. The chaotic 
condition resulting greatly impeded the international flow of merchandise 
and services. This brief statement sCrves to emphasize the importance 
of the financing function in foreign trade. 
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Questions for Discussion 

1. “People who twenty years ago would have scorned to purchase anything for 
which they could not pay, and who looked upon such methods of buying as befitting 
only the ignorant or improvident, today buy bigger homes, bigger automobiles, and 
even bigger radio receivers than they have the money for which to pay.” How do 
you account for this changed attitude? What are the economic and social 
consequences? 

2. “A very considerable proportion of working capital is secured, however, 
through the use of relatively short-time credit.” From whom is this credit secured? 
What are the forms of credit instruments used? Under what disadvantage is a 
farmer, manufacturer, or merchant who cannot obtain credit. 

3. “Certain fundamental elements affect the current funds normally needed in a 
business.” Name and illustrate the more important ones. 

4. Explain the financial services rendered by (a) factors, (6) cattle-loan com- 
panies, (c) cold-storage companies, (d) dnance companies, (c) credit companies, (/) 
commercial banks, (g) building and loan companies, (h) commercial paper houses. 

5. “Whenever a product is sold— whether the seller be manufacturer, whole- 
saler, or retailer— on other than a cash basis, the seller is engaged in selling not only 
merchandise, but also credit.” What is the significance of this statement? What is 
credit? Distinguish between “investment,” “mercantile,” and “consumption” 
credit. 

6. “Every merchandising enterprise calls also for temporary additions to its 
capital to meet needs arising from a number of circumstances.” What are some of 
the more common circumstances? Do these additions have any relation to market 
finance? 

7. “The great expansion of the use of commercial credit is one of the characteris- 
tic developments of the past fifty years which has done much to determine the char- 
acter of the commercial mechanism.” Put meaning into this statement by giving 
concrete examples. 

8. “The problems of seasonal finance are particularly interesting to students 
of marketing because they are due largely to market conditions.” What are the 
causes? 

9. “The time-payment plan is really a form of anticipating normal sake.” 
What are the immediate and the ultimate effects upon the marketing problem? 

10. “Not only does market finance exercise a profound influence upon trade 
channels but it also exerts pressure on the adoption of certain marketing policies.” 
How does market finance affect the choice of channels of distribution and the establish- 
ment of marketing policies? 

11. Compare and contrast, briefly, (a) the organizations, (6) the policies, and (e) 

practices in domestic and foreign trade financing. . , f 

12. Why does the fin anci ng function assume such importance m fomm tnae 
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on the downward trend, there is a tendency to reduce production and 
curtail expansion programs. Under certain conditions, however, a 
downward trend in prices tends to stimulate increased production. 
Large overhead costs and lack of mobility in capital, labor, and manage- 
ment may encourage the movement. 

The economists who admit the existence of business cycles recognize 
four distinct periods — depression, improvement, prosperity, and liquida- 
tion . 1 It is usually impossible to locate the exact dividing tines between 
these stages. While each cycle has its own individual characteristics, 
each period has certain common general characteristic features. 

The depression stage of the cycle is characterized by caution on the 
part of consumers and business men. Sales of durable goods decline 
greatly; prices of raw materials and many other products fall drastically; 
unemployment is widespread and wages are reduced; factories are closed 
or are operating on a reduced schedt^e, and business failures are numer- 
ous; prices, profits, and interest rates are low; and business men hesitate 
to launch new enterprises. This situation may continue from a few 
months to several years. The period of improvement comes with 
increased demand for raw materials — accumulated stocks having been 
greatly reduced during the depression period — employment increases, 
the demand for merchandise begins to rise, and a feeling of relief and 
even optimism appears. The prosperity stage arrives when factories 
are running full time, unemployment is at a minimum, laborers are 
working overtime, wages are on the upward trend, prices of some com- 
modities are rising rapidly, and merchants and manufacturers begin to 
accumulate stocks. Costs tend to rise even more rapidly than prices, 
profits become uncertain, but there is a general feeling of optimism and 
a belief that a new era has arrived. 

The liquidation stage, which is usually shorter than any of the other 
three, typically appears suddenly and unexpectedly. There may be a 
severe financial crisis with a stringent credit situation and high interest 
rates. If the situation develops very rapidly and is quite severe, a 
panic may ensue. Many manufacturers overextend their production 
facilities, burden themselves with fixed interest charges, and accumulate 
stocks of high-priced raw materials during the period of prosperity. 
Merchants are likely to fill their shelves and warehouses with large 
quantities of merchandise. Suddenly sales fall off — this may be referred 
to as a "buyers’ strike." The true explanation probably is that debts 
have inordinately expanded and that the purchasing power of tire con- 
sumer has failed to advance as rapidly as have prices and production; 
or.it may be that too large a proportion of the national income has gone 
into fixed capital and investments and not enough into the purchase of 
» Cf. Haxdy, C. O., Ritk and Ruk Btaring, Chap. V. 
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consumer goods. The result: factories are closed, building activities 
axe curtailed, workers are laid off, money is hard to borrow because' of 
frozen assets and the uncertainty of the general business situation} 
distress selling of merchandise and securities, runs on banks, Wiping of 
funds, debt liquidation in the form of foreclosures, and bankruptcies 
appear. Business men are nervous; they become ultraconservative, 
and hope for better conditions but ifear the worst. After the excitement 
of the sudden change subsides, the cycle moves along into the depression 
stage described above. The painful and costly process of adjusting 
supply to demand and of building up the destroyed pu rchasing power is 
started once more. 

Each industry apparently has a more or less characteristic cycle of 
its own; some may be in the prosperity stage when general business is 
declining or is in the depression period. The electrical goods industry, 
for example, seems to have three-year cycles. There was a decline in 
orders received in 1921, 1924, 1927, Shd 1930. After each year there are, 
typically, two gocfd years. The drastic depression years of 1931 and 
1932 may have changed this tendency; sales reached the lowest point in 
1932, and increased during 1933, 1934, and 1935. A given period of 
prosperity or depression may be world-wide, as for example, the period 
of prosperity in 1928-1929, and the depression period in 1930-1935, 
thus reflecting world economic conditions; or it may be confined to one 
country or to a small group. 

Some economists and a number of business men believed, prior to the 
depression of the thirties, that business cycles were a thing of the past. 
It was argued that the Federal Reserve System made it possible bo to 
control the supply of credit that prices, production, and purchasing 
power would be kept in proper balance; consequently, there would be no 
more maladjustment. Many people believed that our improved tech- 
nique fof assembling, analyzing, and interpreting economic facts provided 
us with a method for adjusting supply to demand so effectively as to 
prevent periods of serious over- and under-production. The disillusion- 
ment was both sudden and painful. The devastating effect erf over- 
indebtedness and unwise apportionment of the national income on 
business conditions had not been clearly recognized. Much had been 
done, it is true, to remedy previous defects in our economic organization. 
Ow financial system had been strengthened and made more flexible; 
more and more business executives had become research minded; and 
cooperative methods designed to facilitate more effective control over 
Production and marketing had been inaugurated. Only a b eginn i n g had 
been made, however, in establishing a dependable control mec hanism . 

, k® industries throughout the entire world have become so vitally 
mterdependent that localized attempts at control can have at the best 
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only an alleviating effect. The best that can be expected under present 
conditions is that the rise may not be so high and the fail so low as 
formerly, since a certain amount of periodic rise and fall seems inevitable 
for many years to come. 

A belief developed during the early 1930’s that the ups and downs of 
bumness conditions could be controlled through a “planned economy,” 
the planning to be done by the federal government. The Supreme Court, 
in several decisions, has made this impossible until the federal constitu- 
tion has been so amended as to permit more centralization of economic 
and political power in the executive branch of the federal government. 
There we, however, grave doubts as to whether “centralized planning” 
would prove satisfactory as a risk-control mechanism. The [fact is 
that governmental action of this type creates a new source ctf risk. 
Whether more old risks can be eliminated, transferred, or mitigated than 
new ones are created is a debatable question. >, 

Miscellaneous Sources of Risk .— Risks from a number of sources are 
encountered by the producers and marketers of services and of agri- 
cultural, natural, and manufactured goods. The quantity and quality 
of crops and live stock may be reduced by diseases. Epidemics among 
consumers may increase the demand for drugs, and for the services of 
physicians and hospitals, but reduce the purchasing power of the con- 
suming group for other forms of merchandise and services. 

A farmer may see his crop suddenly ruined by insects, drought, 
storms, frosts, or floods, and his buildings destroyed by cyclones and 
fire. 1 A large herd of hogs may be wiped out in a week’s time by cholera. 
Such losses not only cripple the productive capacity of the fanner, but 
they also reduce his power to purchase. Thus the effect of his misfortune 
is passed along to the manufacturer and the laborer in the city, who supply 
the farmer with his manufactured goods and buy his agricultural prod- 
ucts. The risk of loss to the farmer, in many of these instances, can be 
transferred to an insurance company upon the payment of a fee called 
the “premium.” The social loss, hojvever, cannot be transferred; 
society is forced to bear the risk and pay in the form of higher prices. 

The effect of weather uncertainties upon grain prices is indicated in 
the following two news items, one of which was published in July, 1929, 
and the other in July, 1935. 

B l azing into a new conflagration on Monday, the wheat market went whirling 
upward again at a furious rate, and left 9 1.50 a bushel prices far outdone. Specu- 

1 1. L. Healer estimated, for example, that insects, plant diseases, and weeds 
cause an annual loss to agriculture of 96, 000,000,000. There are, he states, 6,000 
known species of insects that cause an annual loss of 92,000,000,000. Thirty-four 
known insects alone cause an estimated damage erf 9024,440,000 a«»«*Uy , Reported 
in the Jims York Journal of Commons, July 31, 1036. 
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lative buying took on breakneck speed, and need values up to 8 oente above 
Saturday’s dosing leveL 

Meanwhile spring crop conditions were reported as fast becoming mote ^ 
more wretched with an authoritative estimate of yields in the Cana dian prairie 
provinces putting the total at 219,000,000 showing last year’s figures reduced 
already much in excess of one-half. 

Wheat closed excited, 7t to higher than Saturday’s finish, with rye 
showing 5 Hi to5J^ gain. Corn closed to3Hf$ up, oats 1 to 2£ 
advanced, and provisions unchanged to down. 

Surprise over sudden advances in price of Liverpool wheat, where setback was 
expected, did much on Monday to set the wheat trade afire in Chicago. The 
Liverpool market, besides being affected by news of temperatures above 100 in 
Canada and by word of persistent absence of any important rainfalls over drought 
territory either north or south of the Canadian boundary, was also influenced by 
anxiety as to forthcoming supplies, the amount of wheat on ocean passage li fting 
decreased both as compared with last week and a year ago, while inordinately 
dry weather continued in Argentina and*Australia, and port strikes in Argentina 
were a further menace. 

Wild fluctuations at times, however, retarded Monday’s giant up war d swing 
of the Chicago wheat market. Nevertheless, each setback proved brief and 
brought only augmented buying. The day’s top figures were reached in the late 
dealings, and were coincident with indications of big export business going on in 
domestic winter wheat, with Canadian export prices 10 cents a bushel above the 
market. 

Com, oats, and rye moved up with wheat. Moreover, Illinois, Indiana, 
Missouri, and Kansas crop reports told of unusual backward conditions of com 
growth. 1 

The 1935 news item reports another source of risk, and indicates the 
effect on world prices. 

Renewed apprehension over possible black rust damage to spring wheat in 
the 'Dakotas resulted yesterday in a sharp upswing in the Chicago futures market, 
while disappointingly low grade of hard winter wheat deliveries led to a rise of 
from 4 Hi to 7 Hi In the quotations of that grain at Kansas City. 

Other grains followed the leadership of wheat to register good advances, 
while sugar, cotton, metals and rubber also made substantial price gains 
yesterday. 

Reports of black rust from all over the Dakotas received at Liverpool con- 
verted the lower opening there into a near record gain of 2%d., which at the new 
sterling rate of exchange amounted to per bushel. Fear of rust and its 
possible spread northward also stiffened the Winnipeg market, where August 
wheat rose above the pegged price.® 

The bountiful crop years of 1931 and 1932 were followed by the 
drought years of 1933 and 1934. There was heavy rainfall throughout 
the United States and a large part of the world during 1935. 

4 Niwsitem by the Associated Press, published July 23, 1929. 

* Nm Fork Journal of Commerce , July 10, 1935. 
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Actions of governmental units constitute major sources of risk, for 
example, new taxes, new laws and regulations, embargoes, devaluations 
of currencies, going off the gold standard, silver purchase plans, com- 
petition with private industry, special aid to some industries, and 
restrictions placed on others, and many other acts too numerous to 
mention and discuss in a book of this type. The following quotation 
suggests some of the effects of suclf risks upon business activity. 

Prospective demand for goods plus abundant credit resources spell profit 
opportunities; but an important reason why business has been slow to grasp them 
is that the ordinary risks were increased by reform activities and experiments 
undertaken by the government. 1 | 

The Control of Marketing Risks. — A portion of the riskWement 
in marketing may be administered more or less satisfactorily by inducing 
risk through information; transferring risk through the insurance and 
certain other forms of contracts; and the hedge. Many risks, however, 
that arise from mistakes in judgment cannot be transfexred, eliminated, or 
mitigated. 

The Use of Information . — Accurate market information tends to 
reduce risks. Market news, however, that is of any practical value 
to the producer, the merchant, and the consumer must be reliable, timely, 
and distributed widely and simultaneously. It must be skillfully and 
honestly interpreted if it is to serve the best interests of society. Weather 
reports, private and government crop estimates, shipping embargoes, 
or the belief that inflation is imminent may cause potential buyers to 
rush into the market and bid wildly against each other for what appears 
to be a short supply. Within a brief time conditions may change, with 
the result that prices fall precipitously. While the sellers under the 
above-mentioned conditions may have been fortunate and the buyers 
unfortunate, society has not been benefited by the excitement due to 
false information. 

Scientific method and more reliablq information offer a means for 
reducing some risks. Universities have contributed much in the develop- 
ment of scientific methods for measuring the factors that control demand. 
The government provides much information that is valuable in reducing 
market risks. Reports giving estimates of acreage planted or abandoned, 
condition of the crops, probable yields, stocks on hand, prices, and condi- 
tions in other parts of the world are published at intervals. Similar 
reports concerning live stock are issued. These reports are of value to 
farmers, packers, millers, merchants, exporters, importers, and many 
others. Consular reports give information concerning production, 
demand, competition, and prices in foreign countries. The Survey of 

* Brookmire Forecaster) June 12, 1985. 
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Current Business, published by the TJ.S. Department of Commerce, 
presents vital information in the form of weekly business indicators and* 
the trend of business movements. The various census reports give 
basic information of much potential value. 

Boards of trade, commodity exchanges, commercial agencies — such 
as Dun & Bradstreet; statistical ancLresearch companies — such as Stand* 
ard Statistics, Brookmire, Moody, And Babson; and a large number of 
trade associations collect much valuable information, classify, analyze, 
and distribute it together with some interpretation. A number of trade 
journals are active in discovering and distributing a wide variety of 
facts, suggestions, and reports of methods and experiments that may be 
of assistance to their readers and advertisers. Some of these publica- 
tions give useful information about current business conditions, the 
outlook for the future, and the probable trend of the demand and supply 
of the merchandise the subscriber handles. 

All of this information is valuable, yet uncertainties remain. Each 
interested group lias to interpret the information and then decide what 
to do about it. These decisions, in themselves, are the sources of many 
new uncertainties as far as marketing conditions are concerned. If the 
decisions of each business executive were available to all the others, 
new and revised decisions based on this new information would have to be 
formed. 

The Contract . — The chance of loss through price changes, failure of 
supplies, and other similar uncertainties may be transferred and fre- 
quently actually reduced through the use of a contract providing for 
future performance according to specification at a definite price. Assume 
as an illustration, that a firm wishes to expand its plant facilities. It 
might buy in advance and store the large quantity of lumber, brick, 
cement, structural ironwork, and other materials needed. If this were 
done, the probable effects of inexperience in buying, interest charges, and 
risk of deterioration would make total costs of construction uncertain. 
The usual method followed is to contract with various sellers to deliver 
the materials in certain quantities, at stated times, and at definite 
prices. The firm by means of these contracts for future delivery transfers 
to, and spreads the risk among, a large number of contractors. Since 
these contractors are usually specialists in their lines, the risk of loss is 
probably considerably less than if the original firm had attempted to 
assume the full burden of risk-bearing. 

Contractors and others who submit bids to furnish finished products 
usually try to protect themselves by first securing tentative offers or 
options On the raw materials, ingredients, or parts that enter into the 
finished goods. Protection against strikes and labor disturbances during 
the construction period or for a definite period is sometimes secured 





through formal agreement with the unions. Fire, tornado, and fidelity 
insurance is used to reduce or eliminate the losses from these sources. 

The Hedging Contract. — The hedge is a form of speculative contract 
used extensively on organized commodity exchanges to reduce the 
probability of loss from undetermined price changes. The hedging 
transaction, in theory, is simple; in .practice it is quite complicated and 
frequently misunderstood. Hedging has been referred to by some 
writers as furnishing price insurance. In theory the “perfect hedge” 
does insure the hedger against loss from price fluctuations; in practice 
the insurance is usually enjoyed by the financing agency back of the 
hedger. The situation that produces a perfect hedge for the principal 
is something of an anomaly. While hedging does not usually insure 
completely against loss from price fluctuations, it does furnish a means 
for reducing the probabilities of great loss in a large number of instances. 

A hedge is consummated by stTr^ulianeously buying and selling in the 
cash and the futures markets; thus a purchase of the actual commodity and 
a sale of a contract for future delivery, or the purchase of a contract 
calling for the acceptance of delivery in the future and a sale of the 
actual commodity, are made simultaneously. The purchase and sale of 
contracts for future delivery are made on some organized commodity 
exchange. Table 82 indicates some of the salient features involved in 
futures trading on the leading commodity exchanges. 

There are two forms of hedges, the hedge sale and the hedge purchase. 
The hedge sale is used when, for instance, a cotton merchant buys cash 
cotton and at the same time sells a futures contract for an equivalent 
amount as protection against a fall in price during the time he holds the 
actual cotton. The hedge -purchase is used when, for instance, a miller 
sells flour or cotton goods for cash and purchases wheat or cotton futures 
to protect himself against an advance in the price of the raw qxaterials. 
A manufacturer may use either form of hedging when the occasion war- 
rants. Thus a rubber manufacturer may use the buying hedge when 
he contracts to deliver his manufactured product at a given price before 
he has purchased his raw rubber. He buys futures for the month or 
months when the raw rubber will be needed. When the time comes to 
use the rubber in manufacturing, he buys in the cash market and doses 
out his hedge by selling the futures contract he holds. The price quoted 
on his manufactured product was based on the price he paid in his 
purchase of the futures contract. He may use the selling hedge when he 
has large stock of raw materials on hand and has no forward contracts 
for the manufactured product. 

A cotton or silk manufacturer might use the selling hedge as a protec- 
tion against overbuying of the commodity in the cash market and the 
buying hedge as a means of protection if he has not bought enough raw 



Table 82. — Guide to the Commodity M 
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materials to meet his orders for finished’goods. It is beloved % Mini 
that hand-to-mouth purchasing has tended to reduce forward selling 
Of many manufactured products and thus reduced the need for hedging. 
The export cotton merchant frequently contracts to furnish a certain 
grade and staple to a foreign buyer. The seller will quote a price based 
on the price of the future for the month in which the merohaat must 
ship. He protects himself by purchasing futures corresponding to 
the month of shipment. 

Between 75 and 80 per cent of the domestic cotton crop is handled by shippers 
and exporters, and practically all of the cotton so distributed is merchandised on 
a hedged basis. A large portion of the remaining 20 to 25 per cent j which is 
distributed through other channels is also hedged. It is estimated thttt around 
90 per cent of the American crop is merchandised in ways in which future con- 
tracts are used for price insurance. 1 \ 

Banking houses and commission firms that finance merchants, 
elevator and milling companies frequently requireSthese enterprises 
to carry hedges as a protection against price declines. Firms that 
hedge receive better credit ratings and are able to operate on a smaller 
margin of profit. Competition among dealers and manufacturers who 
hedge tends to cause them to pass this advantage along to the producers 
and to the consumers through offering higher prices for raw materials 
and charging lower prices for the finished product.* 

Individual producers of grain and cotton seldom use the hedge 
because of their small-scale production and the fact that they find it 
more convenient to sell directly in the cash markets. As the cooperative 
associations develop, there is a possibility that they will use this method 
of transferring and reducing risk from price fluctuation. The large- 
scale producers of wheat, cotton, sugar, rubber, and coffee use the hedge 
to some extent. The more important users of this method, however, 
are large commodity merchants, line and terminal elevator companies, 
wholesale grocers, millers, canners, bakers, and other large-scale operators. 

The government has at times assumed such a dominant position in 
some of the commodity markets — for example, cotton and wheat — that 
benefits of the normal hedging transaction have been greatly modified. 

The Simple Hedge. — The foregoing discussion suggests that the 
merchant, manufacturer, and sometimes the producer are able to separate 
the rides inherent in their businesses from those that arise from the 
fluctuations in the prices of the raw materials and finished products. 
They are, by this division, able to transfer a large portion of the risks 
Iran price changes to the specialists of the commodity exchanges and 

* Gabkdk, A. H., Specimen* <4 Cotton Bodging. 

* Cf. Hakdt, op. eit., p. 224. 
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they Mill therefore, devote more of their attention and energy to the 
activity in which they are most proficient* The following discussion 
explains in a general way how the hedging process is carried out, and * 
some of its characteristic features and limitations. 

Let us assume that a large flour manufacturer has bought 20,000 
bushels of wheat, to grind into flour, at $1 a bushel. The price of this 
grain may go either up or down bejbre the miller can produce and sell 
the flour. Unless he can contract to sell the flour at a price based on 
the price he paid for the wheat, he runs the risk of considerable loss. 1 
He may, however, transfer a large portion of this risk to the grain spe- 
cialists on the board of trade through hedging. When he buys his 
cash wheat at $1 a bushel, he can at the same time sell on the board of 
trade a contract for future delivery. He would select a month for 
delivery of his option to correspond with the date of the sale of the flour. 

If we assume the price of wheat for delivery two months from date of 
purchase of the ca^h wheat to be {{1.03, the first half of the hedging 
transaction wouldrappear as follows: 

Cash Transaction Futures Transaction 

Aug. Bought 20,000 bu. wheat at $1.00 Sold Oct. futures at $1.03 

The difference of 3 cents a bushel theoretically pays for the cost of 
carrying the wheat during the period. It covers such items as storage, 
insurance, interest, taxes, and shrinkage. 

Assume now that the price of spot wheat falls 10 cents a bushel, i.e., 
to 90 cents. It might be thought that this would cause the miller much 
anxiety, as he knows from past experience that the price of flour tends to 
go up and down with the price of wheat. He will have to mark down the 
price of his flour to correspond with the decline in cash wheat. If 
the price of futures declines approximately the same amount, as the 
miller hoped it would, he has gained on his futures transaction what he 
lost on his grain and flour deal. The entire transaction which prevented 
either loss or gain would appear as follows: 

Cash Transaction Futures Transaction 

Aug. Bought 20,000 bu. wheat Sold Oct. futures for 20,000 bu. 

at $1.00 $20,000 at $1.03 $20,600 

Sept. Sold 20,000 bu. in form of Bought Oct. futures for 20,000 

flour based on wheat at bu. at 93 cents 18,600 

90 cents a bu 18,000 

Loss $ 2,000 Profit * 2,000 

* He may, to be sure, enjoy a profit if the price of wheat should rise. The miller 
is, however, a flour manufacturer an d not a grain speculator. He expects to make 
his profit by performing his specialised service in a superior maimer. When he 
transfers the risks of prioe changes to the specialised speculator on the exchange, the 
m an ufac turer removes much of the hazard overhanging hie own operation. 



Under the conditions assumed in this simple illustration the miller 
was able to buy in his hedge at 93 cents a bushel. Thus he delivered 
'grain that cost him 93 cents on a contract for which he received $1.03. 
If prices had moved in the opposite direction the net result of the hedging 
transaction would have been the same. He would have gained on his 
cash transaction but would have lost an equivalent amount on his 
futures transaction. When the results are as indicated in this illustra- 
tion! we are said to have a perfect hedge. It will be noted that the 
basis, i.e., the difference or spread between the cash price and the futures 
price 9 remained the same for both parts of the transaction. The gain or 
loss on the hedge obviously will always exactly balance the loss or gain 
on the cash transaction if the basis is the same when the hedge is closed 
as when it was placed. Under these conditions an upward or a down- 
ward trend in prices is immaterial to the hedger, the manufaclurer in 
this instance. ' 

The Importance of the Basis.— ^It is a general rule, with numerous 
exceptions, that the spread between the cash priceNmd futures price 
should always be exactly equal to the carrying charge. That is, the 
futures price should be just enough higher than the cash price to carry 
the commodity to the given date, and the more distant date, for example, 
February futures, should be above the near month, for example, Decem- 
ber futures, by the difference in carrying charges. As long as the two 
markets are affected only by the same factors and to the same degree and 
extent the spread remains constant, but as soon as market forces begin to 
affect them unequally a deviation from the constant relationship appears 
which destroys the “perfect price insurance.” The premium on futures 
over cash prices cannot exceed the carrying charge by any appreciable 
amount in a free market. If the prices of futures should exceed this 
amount, traders and speculators would find it profitable to sell futures 
and buy cash wheat to hold until delivery date. This selling of futures 
and buying of cash wheat tend to lower the price of the former and raise 
the price of the latter, thus erasing the jpremium on futures. The pre- 
mium of cash prices over the prices of futures, however, is not held in 
line so readily. 1 The cash price under certain conditions may literally 
soar above the price of futures. It should be kept in mind that as the 
delivery date draws near the two prices tend to come together and on 
the delivery date they are the same.* Thus the manufacturer who uses 
the purchase hedge can secure full protection if he can wait until delivery 
date before buying the raw material and if he can use the grades of the 
Commodity that the seller has the option to deliver. If he buys before 

* Cf, Habdt, op. cit' f p. 236. 

•This statement assumes that conditions remain normal, is., that no "comer" 
has been effected by some, speculator. 
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tin delivery date, lie is subject to all the fluctuations of prices in the 
cash market. 1 

The importance of the fluctuation of the basis or spread between the 
cash price and the futures price is suggested in the following simplified 
illustrations. Assume the carrying charge to be 3 cents a bushel from 
the beginning of the transaction to the December delivery date. Con- 
sider first a selling hedge, in which tie spread at the time of placement is 
equal to the 3-cent carrying charge but which decreases by the time the 
transaction is closed to 1 cent. The results are as indicated: 

Cash Transaction Futures Transaction 

Aug. Bought cash wheat at $1.04 Sold Oct. futures at $1.07 

Sept. Sold cash wheat at $1 .00 Bought Oct. futures at $1.01 

Loss $0.04 Gain $0.06 

The transaction thus provides agnargin of 2 cents on each bushel to 
pay expenses andJbr profit. 

As a second illustration, consider a selling hedge in which the spread 
at the time of placement is less than the carrying charge but which 
increases until it is equal to the charge at the time of closing. 

Cash Transaction Futures Transaction 

Aug. Bought cash wheat at $1 .04 Sold Oct. futures at $1 .05 

Sept. Sold cash wheat at 1.00 Bought Oct. futures at 1.02 

Loss $0.04 Gain $0.03 

In this transaction the dealer has a net loss of 1 cent a bushel in 
addition to the expenses involved in making the hedge. The loss in 
each instance, without hedging, would have been substantial. The 
futures price declined more rapidly than the cash price in the first 
illustration, thus allowing a gain on the futures transaction. In the 
second example the cash price declined more rapidly and brought a 
loss too great to be compensated for by the gain on the futures deal. 

The third illustration consiSera a purchase hedge. 



Cash Transaction 


Futures Transaction 

at SI. 18 

Aug. 

Sold cash wheat for de- 


Bought Oct. futures 


livery 

at 81.10 


at 1.17 

Sept. 

Bought cash wheat 

at 1.15 

Sold Oct. futures 


Lon 

SO. 05 

Gain 

S0.04 


It will be noted that the price of the futures advanced less rapidly 
than the cash price with the result that the gain of 4 cents was not 

1 Cf. Hajudt and Ltok, “The Theory of Hedging,” Journal of Poteical Economy, 
PP- 270-287, Apt., 1028. 
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sufficient to offset the loss of 5 cents sustained on the cash transaction 
The net loss, however, is considerably less than if there had been no 
hedging. 

There are numerous instances in which the cash price advances above 
the futures price notwithstanding the carrying charge. The more 
common causes of this situation are: a temporary scarcity of the cash 
commodity; a present demand in excess of the current supply; tenderable 
grades may not be suitable for the class of manufacturing demand 
present, so the prices of desired cash grades are bid up until they may 
greatly exceed the prices of the tenderable grades in the futures market; 
prospects of a bumper crop may depress the prices of cotton aqd wheat 
futures while the supply of the old crop may be so limited as to cause 
cash prices to soar. \ 

The following illustration indicates the effect of a narrowing of the 
basis when the cash price is above the futures price: \ 

Cash Transaction Futures transaction 

May Bought cash wheat at SI. 15 Sold Oct. futures at $1.05 

July Sold cash wheat at 1.05 Bought Oct. futures.... at 1.02 

Loos $0.10 Gain $0.03 

Tie decline in the cash price was so much greater than the decline 
in the futures market that the hedge did not furnish much protection. If 
the futures had advanced above the cash price, for example to $1.08 a 
bushel, there would have been a loss on the futures transaction of 3 
cents a bushel in addition to the loss of 10 cents on the cash deal. If this 
had been a purchase hedge instead of a selling hedge a large profit 
on the transaction would have been realized. The merchant, manu- 
facturer, and others who use the hedge are not, however, seeking a 
profit on the hedging transaction; their aim is to reduce their losses from 
unforeseen and uncontrollable price fluctuations. These few simplified 
illustrations suggest how imperfect this form of handling risk is, but it is 
perhaps the best method yet devised. , 

Hedgers do not typically make deliveries nor do they take deliveries 
of the commodity in their futures dealings although they “stand ready” 
at all times to do so. They buy on grade in the cash market and use 
futures market for offsetting purposes. All futures contracts are 
m ad e and all prices are quoted in terms of one or more tenderable grades. 1 

1 At Chicago three distinctly different types of wheat are deliverable — hard winter, 
dbft winter, Mid spring. A long in that futures market must be prepared to accept 
Whichever one of the three happens to be cheapest in the cash market At Kansas 
CSty No. 8 hard is deliverable at 5 cento discount. This makes the contract that 
much more unattractive to the buyer. Sidney Anderson, New York Journal of 
Co mme rce, Apr. 25, 1980. 

. Minneapolis is primarily a spring-wheat market; consequently we find No. 1 
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gr®des^ may be substituted when actual deliveries are made, 
Oxudes superior to the tenderable or basis grades are permitted « py*. 
mium. Certain inferior grades are tenderable at a discount, i.e. } m 
many points “off” the price of the basis grade. This practice xtakea 
it much more difficult for a speculator to secure a "comer on the market” 
than it was when only the contract grade was tenderable. These varia- 
tions in grades and their corresporjding prices add more complications, 
however, to the successful handling of the hedging transaction. 

The following statement of a practical miller presents the buyer’s 
point of view with reference to the effect of the quality of tenderable 
grades on the value of a hedge. 

If the grade of wheat allowable for delivery on a futures contract to a miller 
is of a quality which he cannot use or which he can use only in limited quantity, 
the value of his hedge is diminished. Again, if a miller or grain merchant knows 
that the grain actually or potentially present in the market which will be delivered 
upon a future contract, although technically of a grade deliverable on the con- 
tract, but actually^ a quality which cannot be used in a milling nurture or sold 
otherwise than at a discount, the value of the hedge is diminished and the price 
structure adversely affected. 

The strongest group in most grain exchanges is the terminal elevator group. 
It "manufactures” the wheat that is to be delivered on futures contracts, and 
naturally it desires a liberal contract from a seller’s point of view. The result, 
of course, is a contract which is not desirable from the standpoint of cons umin g 
buyers, because either of uncertainty as to quality, or actual knowledge of poor 
quality to be tendered. Quality to be tendered is variable — a variable as between 
markets, and within a single market from year to year. Variableness creates 
uncertainty and uncertainty is incompatible with mathematical perfection. 1 

The narrowing of the spread between the cash price and the futures 
price employed for the hedge is detrimental to the seller of the hedge if 
the commodity bought in the cash market is of premium grade. It is 
favorable if the commodity hedged is a discount grade. A widening 
of the spread has the opposite effect.* 

Operators in the Futures Markets. — The futures markets are used 
by two major groups: those producers, merchants, manufacturers, and 
others who wish to reduce the risk from price fluctuations; and the 
speculat ors, those traders who operate on the exchange to secure profits 

northern spring established as the basis grade, No. 1 hard spring wheat co mma n d i n g 
a 2 cents per bushel premium, and No. 1 dark northern spring, a 1-cent premium. 
Discount grades are No. 2 dark northern spring deliverable at a discount of 2 cents pe^ 
bushel and No. 2 northern spring at a discount of 3 cents. The winter-wheat grades 
ate not deliverable on the spring-wheat contract. Baer and Woodruff, Commodity 
Exchange*, p. 14. 

1 Anmbson, Sunnor, vioe president, General Mills, Inc., op. cit. 

* Baas and Woodbuw, op. cit., p. 106. 
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rather than to reduce risk. The distinction between the two groups is 
one of intent rather than practice on the exchange* Both groups stand 
ready to make deliveries and to accept deliveries, but each does so only to 
a limited extent. The traders buy and sell contracts constantly, thus 
assuming the major risks and aiding in establishing and maintaining 
a broad and continuous market in which the other group can buy and 
sell futures contracts for hedging purposes. Those traders who expect 
and want prices to advance are designated as “bulls.” 1 They, in reality, 
represent the interests of the producers — the sellers. The traders who 
expect and want prices to decline, and use their energies to accomplish 
this end, are designated as “bears.” They represent the* interests 
of the manufacturers and consumers — the buyers. 

Speculative Transactions. — There are three major classes oA specula- 
tive transactions usually in progress on the older and more highly 
organized commodity exchanges. These operations are carried on by 
the following groups of operators: professional operators, floor traders, 
and straddlers. On June 30, 1933, approximately^ per cent of all 
traders in the Chicago Pit were speculators, 15 per cent were hedgers, 
and the rest were pit traders or scalpers, spreaders and traders not 
classified who were in Europe; 3,174 speculative traders in wheat were 
long June 30; 24 per cent of this group held not more than 1,000 bushels 
each, and 73 per cent held not more than 5,000 bushels each. Four 
traders were long 4,610,000 bushels; six others were short 10,710,000 
bushels. 

The professional speculators buy and sell futures contracts without 
making corresponding cash transactions. They assume the risks 
incident to such unprotected deals. They hope to make a profit as a 
result of accurately anticipating the fluctuations in prices. Theoretically, 
they collect and study all available information, such as production 
figures, percentage of the crop that has moved to export points, amount 
afloat and on the way to primary markets, total visible supply, demand 
and takings, certificated supplies in licensed warehouses available for 
delivery on futures contracts, prices in 6ther markets here and abroad, 
relation of spot to future prices, weather, political, and other conditions 
that may affect prices, and then come to a decision as to whether present 
prices for future deliveries are “out of line.” When they consider 
prices too low, they are likely to buy; when they think them too high, 
they sell. These traders not only help to broaden the market and make 
$t continuous, but they also probably tend to prevent fluctuations in 
prices from being as wide as they might otherwise be. 

1 These traders may, on certain occasions, sell “short" and thereby tend to depress 
prices. Their hope is to be able to “buy back” at a lower price, and, consequently, 
secure a profit on the transaction. 





'Witi PROBLEMS OF RISK Ilf MARKETING * Mfei 

Floor tradersor pit scalpers are members of the exchange who trade 
on ihe normal minor price fluctuations during the day. They, in con- 
trast to the professional speculators mentioned above, typically dose* 
out all trades before the end of the day. A floor trader may buy and 
sell many times during one day's session. He helps to even out the 
“ups” and “downs” by selling on a small upturn and buying on a small 
downturn. By these transactions Jie helps to maintain a continuous 
market in which the hedger can always make a sale or purchase of a 
futures contract. 

The straddler is a speculator who trades on the variations in prices 
between different exchanges. When he thinks one market is too high he 
sells in that market and buys in one he thinks is low. The activities of 
this group of traders tend to keep all markets on a parity with each other. 
The same type of transaction keeps the futures prices for different future 
delivery dates in line with each other. Thus if the price of December 
futures advances ujttil they get out # of line with the price of February 
contracts, trader^rill sell December and buy February futures. Hedgers 
also follow the practice of switching hedges when an advantage arises. 
The alertness with which the operators act, however, tends to keep the 
delivery dates and the various markets in line. These operators are 
speculators in every sense of the word. If they were not present and 
willing to assume the risks involved, the merchant, producer, and 
processor would not be able to consummate their hedging contracts. 
The professional speculators recognize their problems and understand 
their position. They consequently assume the risks intelligently. 

The following quotation from an impartial and authoritative source 
shows the service performed by professional speculators in the grain trade . 1 

It is clear that there exist no large profits of speculators, as a group, which 
may be supposed to have been made at the expense of either producer or 
consumer. 

They [the speculators] have protected hedging dealers and millers from losses 
which would otherwise have fallen an the dealers and millers. And the compete 
tion of such dealers and millers has probably held margins of others at a level 
providing little or no allowance for losses on speculative holding and no room 
for a charge for risk - takin g or to cover any excess cost incident to failure to hedge. 

On the importance of hedging grain to avoid the risk of price swings, 
the institute report says: 

Over the forty-one years under review, hedging of all the wheat in the visible 
supply would have saved owners of the wheat losses from price changes averaging 

1 “Financial Results of Speculative Holdings of Wheat. A Study of Futures 
Trading in the United States over a 41-year period/' by the Food Research Institute 
pf Stanford University. Quoted from New York Journal of Commerce, Dec. 4, M&4. 
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close to 0.6c. per bushel per month on wheat held. In individual years savings 

in consequence of routine hedging would have been great. 

• . 

Present Status of the Hedge. — The present status of the hedge as an 
instrument of risk control is well summarised by Mr. Anderson in the 
following words: 1 

Summing up, this may be said: Tlfat however perfect a hedge may be in 
theory, it is seldom absolutely perfect in practice. Its value has undoubtedly 
been diminished and its integrity lessened by conditions and eventualities which 
have happened in the last ten or fifteen years. Among these conditions and 
eventualities are the introduction of protein as a factor in wheatj value; the 
uncertainty and variableness of grades and qualities deliverable upon futures 
contracts; the geographical limitations of the location of the grain and the cash 
market in which it may be bought and sold in relation to the futures market; 
and the intervention of new agencies, operating and marketing methods and 
theories, the effect and influence of whic^h are still unforeseeable. \ 

Whether the insurance value of the hedge will be so qualified or minimiz ed as 
to seriously reduce its value to the miller or grain merchant, or as to eliminate 
hedging as an insurance against price fluctuation altogether and necessitate an 
increase in the margin between producer and consumer to cover the increased 
risk, are questions which only time and experience can determine. 

Criticism of Organized Produce Exchanges. — Much criticism has 
been leveled at our organized exchanges by politicians, and some earnest 
students of economics and of political science. When prices are low, 
producers of the commodities traded in on the exchanges sometimes 
blame the futures market. When prices are high, consumers are likely 
to condemn this portion of the marketing machinery. Few would claim 
that the system is perfect; many grave abuses have arisen in the past; 
people with little knowledge of the function and operation of the organiza- 
tion have lost their savings through ill-advised speculation; the futures 
markets, no doubt, have been used for gambling. The abuses that have 
developed in connection with the operation of some of the commodity 
exchanges justify honest criticism and thd demand for a certain amount of 
government regulation. Some politicians, however, have made accusa- 
tions winch are not borne out by the facts. They would destroy an 
economic agency of great value because some operators have misused it. 
The following statement presents an argument against the establishment 
of drastic government control over futures trading. 

There isn't any doubt but that there are a certain amount of restrictions 
necessary to be placed on our great grain marketing system by the Government. 

There isn’t any doubt but that there are certain abuses that have crept into 
the system, injected by selfishness of grasping individuals, and that even certain 

1 From an article published in the New York Journal of Commerce, Apr. 36, I960. 
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r«^Mi sod regulations have bees broken by these same individuals, but there Is a 
limit to restrictions. 

Errors get loud noise and are willingly accepted by the public as the general 
practice of the trade. The orderly processes of our well developed grain handling 
system are overlooked, as is usual, in noting the unusual thing that happens. 

The grain trade does not guarantee 100 per cent perfection of its personnel, 
but there has been such a system developed with such restrictions and regulations 
as to make it a difficult matter for onelof its members to go far wrong without 
being apprehended. 

In the orderly marketing of grain there is no better order conceivable than the 
futures trading system, a plan that is the best designed for orderly marketing 
that could be conceived of, at least better than any other method that has as yet 
been developed. Enough supervision has been planned for it. It enables the 
fanner to have a market, no matter what the immediate consumptive demand 

may be. , 

Now, a speculator has been lambasted so generously by theorists and taken 
up so generally by the uninformed that, it becomes necessary for us to take an 
inventory of the va)*e of a speculator in our marketing system. Every unrea- 
sonable restriction^&aced on the futures trading on the market drives the investor 
out of it and for the last several years every time restrictions and unjustifiable 
tampering with this method of trading have been injected, it has resulted in 
serious market declines. 

Why? Because there is absence of buying power for offerings made. If the 
farmers want higher prices for grain they will find in the end that it can be 
accomplished by restricting autocratic domination rather than restricting the 
freedom of trade. 

When the speculators are unshackled from the petty restrictions of theoretical 
hallucinations, unwarranted taxes and restrained individual initiative, then we 
will have better markets, and surpluses will either have vanished really or will 
not be so widely advertised as to hang as a pall over the horizon of better prices. 1 


A careful consideration of the facts of the case does not necessarily 
lead to condemnation of either the organization or the method. Changes 
in the methods of control and operation of the leading exchanges have 
reduced the opportunity for aj>use. 2 The marketing of grain, coUcm, 
and many other agricultural products used as raw materials would be 
seriously hampered if futures trading were abolished before some suitable 
substitute was found. The following statement indicates the use and 
value of cotton hedging. 


1 Editor, Farmers* Elevator Guide , quoted in New York Journal of Commerce, Jan. 

* *T1m leading produce exchanges are now subject to a considerable 
federal and state supervision; the possibility of “cornering the supply m ' ‘ “J 
eliminated by allowing* number of different grades to be debvered n * 
the contract and by giving the seller the option of delivering any *hjg 

mouth is satisfied by the delivery of properly authenticated 

warehouse receipts. 
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The narrowing ofmargms, for example, in the merohaadimag of cotton end 
the reduction of losses in cotton manufacturing, through the use of cotton futures 
for juice insurance, result in cotton selling higher and cotton goods selling lower 
than they would if the merchants and mills had to absorb large losses and hence 
bad to operate on wider margins. The rapid absorption of the cotton crop at 
harvesting time, through the purchase of cotton on a hedged basis by merchants, 
and through the buying of futures delivered by investors as well as by the trade, 
helps to sustain cotton prices during the few months when the planter is selling his 
annual production, thus giving the planter a full price relative to prices prevailing 
at other times of the year. 1 

An editorial in the New York Journal of Commerce, in discussing the 
new potato and citrus fruits exchanges, observed that proponents of 
these exchanges believe that \ 

... by providing futures markets in these commodities, which allows' the price 
to be arrived at publicly, growers will be benefited. Handlers of these products 
will be able to hedge against market variations in price and thus reduce greatly 
their possibility of loss. Closer and more active markets for both will be facili- 
tated by outside public speculation. This, in turn, should result in a reduction 
in the spread between the wholesale price and the price paid producers, and so 
contribute to such a reduction in distribution costs as the Administration has 
urged. Such a reduction in costs should be brought about chiefly through 
enlightening both producers and trade buyers more fully as to the true state of 
the markets at any one time. 2 

While a considerable degree of protection from the risks of loss due 
to price fluctuations can be secured by producers, merchants, manu- 
facturers, and bankers who deal in commodities that have futures markets 
under the conditions discussed above, these same business men must 
assume the burden of risk for that innumerable number of commodities 
for which there is no futures market. Some of these risks may be 
reduced or transferred through insurance, better management, group 
action, contracts, and the services of state and national government 
agencies. Mergers and integration; hgmd-to-mouth buying ; forward 
orders and contracts; price guarantees; branding, trade-marking, and 
advertising; technical and commercial research; business forecasting and 
planning; government control of the credit machinery; crop, business, 
weather, and other government reports; the activities of various forms of 
business associations, such as trade associations, associations of com- 
merce, credit, management, and other similar associations: all of these 
have done and are doing much to reduce the risks inherent in modem 
industrial life. New risks, some the result of the methods evolved to 
reduce other risks, are constantly appearing, due to our rapidly changing 

* Gabsidk, op . tit. 

*New York Journal of .Commerce, Get. 4, 1934. 
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Questions for Discussion 

1. Compile a list of as many rislis as you can that affect: (a) supply; (6) demand; 
[e) the physical qualities of the product; (d) price. 

2. Give illustrations showing how uncertainties affect the costs of marketing. 
Why ts an uncertainty a risk, and why is a certainty not a risk? 

2- Classify, on the basis of source, the risks enumerated in question 1. Can you 
™k of ways by which each risk may be eliminated, mitigated, or transferred? 

, # Knowledge of facts, then, that can be judged on a price basis is market 
information.” Give concrete illustrations. 

What are the major sources of market news? How is market news dissemi* 
114 a" *** essentials of an effective market news service? 

out n# ^ eeems unquestionable that our recurring crises arise fundamentally 

information of the market on the part of large numbers of business 
commercial crises are relatively modem phenomena.” Do you think such 
”*** •** warning of greats* or of less importance? Justify your answer. 
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7. “The value of market news depends, finally, not only on the accuracy and 
completeness with which it is gathered and the speed with which it is disseminated, 
hut also upon the skill with which it is interpreted." Put meaning into this statement. 

8. “At the other end of the distributive system the retailer can seldom shift 
the risk he bears." Do you agree? What can the retailer do about it? 

9. “Among the more important means of minimising risks arising out of market 
conditions are (a) government regulation of prices, (6) associations and combinations, 
(c) producing to order, (d) guaranty against price declines, (e) knowledge of the 
market, (f) effective management, (g) shifting of risks to others.” Show how each 
of these means tends to lessen market risks. 

10. Explain the use of insurance in the administration of the risk element. Give 
examples. 

11. Explain the use of forward orders and contracts for the purpose of risk control. 

12. Give a brief description of the organization and operation of an organized 

commodity exchange. \ 

18. What is meant by the following terms: a hedge? basis? future \ contract? 
scalper? straddler? pit trader? selling short? rigging the market? cordering the 
market? 

14. How does hedging benefit the farmCr when practiced by the cotton aiid wheat 
merchants? Illustrate. 

15. Distinguish between a “buying” hedge and a “selling 1 ' hedge. Illustrate 


each. 

16. “ Whenever the cash price is above the futures, or below the futures by less 
than a full carrying charge, there is no such thing as a complete hedge for cash grain 
purchase." Why? Illustrate by concrete examples. 

17. “The hedger is not, or ought not to be, interested at all in the market move- 
ments of the price of the commodity as such; his attention is to be devoted to the 
relationship between the price of the contract and the value of the silk he is buying or 
selling. The speculator, who is not a straddler, is interested in the fluctuations in 
the contract price, and in nothing else, except in an incidental and indirect way." 
What is the distinction between a hedger, speculator, straddler, and a gambler? 
How do you account for the different interests? 

18. What is the significance of the use of a “basis grade” and the use of deliver- 
able grades? 

19. How does the buyer of a futures contract know that he will get tiro grade he 
“contracts for”? How is delivery made? 

20. Summarize the arguments against the operation of organized commodity 
exchanges and future trading. 

21. Summarize the arguments in favor of fu&ire trading. 

22. “Speculation may be justified from both an individual and social point of 
view.” Do you agree? Justify your answer. 

28. How do you account for the continual addition of new commodities for future 
trading? (Crude oil, gasoline, citrus fruits, and cheese were added during 1935.) 
There were arguments against as well as for the establishment of future trading in 
these products. Are futures in these products being traded in when you read this? 


Assignment 

1. Problem 2, p. 124. Buzby-Durant Company — Future Contracts in the 
Grocery Field (Review). 

% Problem 1, p. 313. Chicago Board of Trade — Hedging Grain. 

3. Problem 1, p. 321. Heegan Mills — Buying Cotton. 
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SALES-PROMOTIONAL ACTIVITIES 

Purpose of this chapter: To survey, briefly, the commonly used implements of 
promotion, and to indicate the social and economic significance of the use 
of each; and to analyze some of the more important marketing problems met in 
the organization and administration of the various sales-promotional methods 
and devices. 

Mass distribution, the corollary of mass production, is made possible 
through the effective use of sales-promotional methods and devices. 
This activity is well exemplified in the practices of the automotive, 
tobacco, food, and drug industries. l3ales promotion may be thought of, 
for the purpose/of this discussion, as comprising all those activities 
directly pursued by the seller for the purpose of persuading, encouraging, 
and otherwise attempting to convince the prospective buyer that it is to 
his advantage to purchase the goods offered for sale. The most familiar 
and commonly used forms of sales promotion are personal selling, mail 
solicitation, advertising, and publicity. 

Some retail firms use a convenient and easily accessible location as a 
means of securing and holding customers. The building and equipment 
m ay be so designed, laid out, and constructed as to attract a certain class 
of clientele. The owners of department stores, large furniture and 
music stores, theaters, hotels, office and apartment buildings, educational 
institutions, public utilities, hospitals, and banks frequently invest 
large suijis for the purpose of constructing a type of building that will 
favorably impress their patrons. The expenditure in excess of strictly 
iit.ilitw.ria.ri requirements is in reality a sales-promotion cost. Charge 
accounts and other forms of credit are offered, deliveries over wide 
areas are provided, liberal returns and adjustments are allowed, and 
installation, repair, and other services are furnished with the hope Mid 
expectation that new business will develop and repeat sales will be 
encouraged. 

The Value of Sales Promotion.— Prospective buyers, as a class, may 
be indifferent, busy, and exacting. They cannot always judge inde- 
pendently the best values; they may not know of the service, entertain- 
ment, and pleasure that may be derived from the ownership and use o 
new and improved products. The buyer frequently desires information 
concerning where and when certain goods can be purchase!, an e 
terms of sale , Many buyers expect to be persuaded, exhorted, and 
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encouraged to buy; some, in fact, wait expectantly for the seller to take 
the initiative. They frequently raise objection to such factors aaprioe, 
service, and various characteristics of the product for the purpose of 
securing more detailed information. These conditions, together with 
the modem competitive situation, make sales-promotion activities not 
only necessary for the seller, but alsp desirable for the buyer. 

Due to a number of abuses and njisuses of the devices of sales promo- 
tion, considerable criticism has developed against their use. This 
criticism has centered largely against advertising and so-called high- 
pressure salesmanship. Some critics apparently feel that all the, initiative 
should be confined to the buyer, and that the seller should merely 
announce his wares. \ 

Aggressive sales promotion does influence the flow of consumers' and 
other buyers’ money. It may reduce the amount put in savingBlbankB — 
if the banks do not adopt equally effective methods — and tend to increase 
the amount spent on the home and for pleasure-gratifying commodities 
and services. The firms that offer for sale merchan disband services that 
best meet the desires of the buyers, and at the same time use the most 
effective sales-promotion instruments and methods, will probably enjoy 
the greatest sales volume and profits. The sales of less efficiently 
operated firms may decrease as the sales of the first group increase, since 
it is obviously impossible to increase the sales of all economic goods 
simultaneously unless the purchasing power of the country is in some 
manner correspondingly expanded. Effective use of sales promotion 
depends on a thorough knowledge, on the part of the seller, of the buying 
motives and behavior of prospective customers. 

The economic and social value of any given device, method, or pro- 
gram used to promote sales depends upon whether (1) it tends to reduce 
the costs of marketing; (2) it reduces the costs of production by an amount 
greater than it increases the cost of selling, so that the unit selling price 
is less than formerly; 1 (3) it increases the utility of the product or service 
to the buyer to a greater extent than j,t increases the purchase price; 
(4) it produces more effective results, considering the cost, than some 
other form of promotion; (5) it performs a desired service for the buyer; 
and (6) it promotes or encourages social well-being. The buyer and the 
seller, each, expects to better his economic or social position through the 
marketing transaction. Sales-promotional activities should facilitate 
the consummation of this objective. 

We shall confine our discussion of sales promotion to the following 
methods and devices: personal salesmanship, advertising and publicity, 
identifying features, and mail communication. 

*It is assumed, of ooune, that such element* as quality, quantity, and service 
remain on comparable bases. 
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The Salesman as a S&les-promotion Agency. — The most important 
sales-promotion agency, Judged on the basis of cost and volume of 
sales consummated, is the salesman. The relative costs of salesmen and 
advertising, the leading forms of sales promotion, are indicated in Table 
83. 

It will be noted that the expenditures by specialty and department 
stores for total direct and general gelling, the major portion of which is 
salaries of salespeople, equals approximately one-fourth of the total 
expenses, while total publicity expense, which is made up largely of 
advertising expenditures, equals roughly one-seventh of the total expense, 
or approximately one-half the expense of salesmen. The figures under 
the heading, Total direct and general selling, for the other members 
of the retail group and the wholesalers are the percentages paid for 
the total payroll. The data for selling as a separate item are not avail- 
able. The expenditure it will be noted is much smaller for bulk materials, 
such as lumber and|Coal, and for the Wholesale group than for department 
stores, and th^ food, clothing, jewelry, and stationery lines. This 
is probably due to the character of the product, the buying behavior of 
the typical customer, the larger unit of sale, and the greater volume of 
sale for each salesman in the wholesale field, building material, and 
fuel lines. The advertising expenditure in all these cases, with the 
exception of the wallpaper wholesalers, is relatively small. The extra- 
ordinarily large expenditure for advertising by the wallpaper dealers is 
due to the high cost of their elaborate catalogues. 

Some estimates place the number of retail salespeople at about 2,000,- 
000 and the number of salesmen employed by manufacturers and whole- 
salers at about 600,000. The total number of retail employees in 1933 
was 3,433,652; approximately 2,703,325 worked full time, information 
as to how many of these were engaged only in sales work is not available. 
The total number of people employed full time by wholesalers proper 
in 1933 was 636,194; manufacturers' sales branches employed almost 
231,800. Again we do not knoy how many were employed as salesmens 
Galbraith and Black 1 estimate that, based on the 1930 Census, approxi- 
mately 4,400,000 people were engaged, directly in selling. These figures 
do not include “other employees," such as waiters, credit people, delivery 
men, and other similar workers. If we assume the average salary of the 
retail group to be $1,000,* the total amount paid to this group is approxi- 
mately $2,000,000,000; or if we assume that the retail salesmen costs 
equal approximately 9 per cent of net sales, then the costs for 1933 would 

1 Quarterly Journal of Economics, op. cit L, p. 408. 

* The average annual income of all full-time retail employees in 1933 was $986; in 
1929 it was $1,312. The average income of the selling force is probably somewhat 
higher. 
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be 8 per cent of the retail sales of approximately $26, 000,006, 1 * * * * 6 000, which 
is about $2,250,000,000. If we assume the cost of salesmen employed 
m Ibe wholesale field to be 5 per cent of sales, then the total cost of sales- 


Taelb 88. — Relation or Selling and Advertising Expense to Total Expense* 

100 per cent — net sales 
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Total 
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Total 

direct 

and 
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selling* 

A 

Total 

publicity 

expendi- 

tures* 

B 

Specialty stores with sales of : 





$1,000,000 to $2,000,000 

12 

39.0 

9.0 


$2,000,000 and more 

14 

37.0 

8.6 


Department stores 1 " with sales 





of: w 

$ 500,000 to $ 750,000. . . 

25 

t 

34.0 

8.8 


$ 750,000 to $ 1.000.000 . . 

20 

35.0 

9.1 


$ 1.000.000 to $ 2.000,000 . . 

63 

35.2 

9.05 

4.7 

$ 2,000,000 to $ 4.000.000 . . 

47 

36 2 

9.05 

5.1 

$ 4,000,000 to 810.000,000 . . 

48 

37.1 

9.15 

5.6 

810,000.000 to $20,000,000 . . 

17 

37.2 

9 4 

4 95 

$20,000,000 and more 

7 

37 2 

9.8 

4.65 

Shoe. 1923 

499 

27 4 

14 7 

2.2 

Tire. 1923 

83 

25 5 

12 4 

1.5 

Grocery, 1924 

545 

18.0 

10.9 

0.35 

Jewelry. 1927 

230 

39.6 

17.8 

3 4 

General stationery. 1928 

146 

33 5 

18.8 

1 4 

Commercial stationery. 1928. . . 

40 

33.6 

19.8 

1.3 

Commercial stationery and 



i 


printing, 1928 

67 

33.0 

20.8 

1.3 

Building materials trade: 



1 


Lumber. 1928 

138 

25.0 

2.2 

0.66 

Lumber and mason materials. 





1928 

61 

22.8 

1.3 

0 55 

Mason materials, 1928 

62 

22 7 

1.9 

0 3 

Lumber and coal, 1928 

21 

25.1 


0,5 

Mason materials and coal, 





1928 

19 

25.1 

1.5 

0.65 

Wholesale merchants, grocery, 





1923 

501 

10.6 

2»6 

0.15* 

Dry goods, southern, 1923 . . . 

71 

16.6 

5,7 

0.28* 

Drug, 1924 

129 

16.8 

3.7 

0.25* 

Automotive equipment, 1924 

151 

23.5 

8.2 

0.95* 

Paint and varnish, 1926 

62 

23.6 

6.2 

1.2* 

Plumbing and heating sup- 





plies, 1927 

134 

20.8 

5.0 

0.5* 

Wallpaper, 1927 

54 

38.3 

7.7 

6.0* 


Delivery 

expendi- 

tures 

C 


1.05 

1.05 



Total 

A + B + C 


16.55 

15.66 


13.95 

14.30 
14.85 
15.45 

16.30 
16.00 
16.60 

16.9 

13.9 
11.25 
21.2 
20 2 
21.1 

21.9 

2.85 

1 85 
2.2 
« 0.5 

2.16 


2.76 
5.98 
3 96 
9.15 
7.4 


5.5 

13.7 


1 Data on department and specialty stores are for the year 1934 and are taken from Bull. 96, Harvard 

Bureau of Business Research. Other data taken from “ Distribution Costa, a Summary of the Common 
ftteume/* developed by the Bureau, published July, 1930. 

* This column presents the common figures for the group of stores indicated, as reported by the 
Harvard Bureau of Business Research. 

* The. item publicity is made up chiefly of expenditures for advertising. 

* Includes advertising and “ other selling” expenses. The figure for wallpaper companies includes 

6 par cent for sample-book expense. 









8AJUBS-PBOMOTJONAL ACTIVITIES 579 

men tor this group would be 5 per cent of 132,000,000,000 (the reported 
volume of wholesale trade for 1933) or $1,600,000,000. The combined 
cost of retail and wholesale salesmen would be approximately $3,850,000,* 
000. This amount would be materially increased if the remuneration paid 
real estate, security, insurance, and other kinds of salesmen were 
added. 

The effectiveness with which goocis and services are marketed depends 
in large part on the character and ability of the sales force. It is the 
task of the management to determine the major marketing objectives, 
and then secure and maintain the type of sales force that will aid most 
effectively in attaining these objectives. 1 The salesmen may be used 
alone or they may be assisted by advertising, mail communication, and 
other forms of selling instruments. The best results can be secured only 
when the management builds its sales organization in harmony with the 
nature of the product, the size and character of the territory, the kind and 
quality of the clientele, and any othe/ factors that may affect or be affected 
by the character of the salesmen. 

Securing the Sales Force . — The scientific method of securing a suitable 
sales force involves an analysis of the job to be performed (i.e., determine 
what the salesman is to do) and the selection of the individuals who can 
do the work or can be trained to do it. The task to be performed by the 
salesmen in any given position determines whether men or women will 
be most successful, and whether young or old, technically or non-techni- 
cally trained people should be employed. 2 Some salesmen are expected 
to spend all their time in attempting to secure orders; others may be 
expected to give service and technical advice, and to create goodwill 
for the company. The management typically places considerable empha- 
sis on the sales record of the salesman, his dependability, initiative, spirit 
of cooperation, interest in his work, his cost in relation to his sales, and 
the percentage or amount of profit on his sales. The customer is likely 
to give greater consideration to the personality of the salesperson, his 
appearance, manner, intelligence, knowledge, sincerity, and willingness 
to give service. The customer’s likes or dislikes for a salesperson may 
be extended to the merchandise or service offered for purchase. 

The Task of the Salesperson . — Different firms use their salesmen for 
various purposes. The same salesman may perform a number of these 
services, or the management may use different individuals to perform the 
specialised services. Among the diverse uses made of salesmen are the 

1 The objectives may be stated in terms of one or more of the following: number 
of physical units to be sold, number of customers or dealers to be secured, and new 
territory to be developed. 

2 Lyon ftbywififte salesm en as (a) bouse salesmen — wholesale and retail, (6) can- 
▼assets and agents, (o) field traveling salesmen, (d) service men, goodwill builders, and 
technical experts, and («) sales executives. Salesmen in Marketing Strategy, p. 10. 
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following: to locate and interview prospects, to satire orders, to give 
information, to gather information, to develop or restore an attitude of 
goodwill, to demonstrate the product, to assist in advertising, to make 
collections, and to make deliveries . 1 

A salesman who thoroughly knows his merchandise, understands 
people, has a pleasing personality, and exercises tact is in a position to 
render service that will be greatly ^predated by the purchaser. The 
successful salesman knows that all buyers cannot be treated alike; each 
customer should be approached and served in a manner that suits his 
individual disposition. There are talkative and silent, sophisticated 
and unsophisticated, bargain hunting and liberal spending, determined 
and vacillating, rude and pleasant customers. The major task of the 
salesman is to find out what each customer wants and attempt tp supply 
this want in a manner that is satisfactory to the customer and to the firm. 
This opportunity for the salesman to adjust his actions to the whims of 
each customer represents the great advantage of this instrument of sales 
promotion over other forms. It also suggests the chief^imitations, that 
is, high cost and slowness. A salesman can interview only a relatively 
small number of prospects in a day, whereas a single advertisement in a 
newspaper may be read by a million people. 

The activity of the salesperson that is most strongly criticized is the 
so-called practice of high-pressure salesmanship. The managements of 
some manufacturing and wholesaling firms encourage, and even virtually 
force, their salesmen to use such strong persuasive methods that mer- 
chants become overstocked. This practice denotes a shortsighted policy. 
When a merchant is overstocked, his future purchases from the whole- 
saler and from the manufacturer will be less until he has had time to 
dispose of the surplus . 2 Overstocking is likely to create ill will against 
both the salesman and his firm, and it probably encourages the cancella- 
tion evil. * 

Some retail salesmen, especially house-to-house and specialty sales- 
men, use high-pressure tactics with the consumer. The effect is the 
purchase of merchandise and services which the consumer does not need, 
cannot afford, and really does not want, as he discovers when he comes 
out from under the spell of the overpowering salesman.* This situation 

1 A large yeast company gives a training course for bakers and furnishes them 
with recipes; a manufacturer of floor covering teaches the dealer how to lay linoleum. 
The salesman frequently gives the dealer advice on bookkeeping, store layout, dis- 
play of merchandise, and how to meet customers, and he may train the dealer's 
dalesmen, and aid in making demonstrations and in distributing samples. 

•One of the purposes of overstocking the dealer is to put him in such a position 
that he cannot buy from a competitor of the high-pressure salesman. 

* This is likely to lead to cancellation of orders and the return of merchandise 
by the buyer. 
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obviously touds to develop resentment and lose of confidence on the part 
of the purchaser. 

The buyer, however, frequently has real difficulty in making a decision 
as to what and when to buy. He may want to buy, but may believe 
that he is paying too much or not getting the degree of quality desired, 
or that he might be able to buy a better quality at the same price or the 
same quality at a lower price at s&iother time or place. He may have 
doubts about the amount and quality of service given by the particular 
seller. The following list presents a number of commonly given objec- 
tions that have to be met by retail salesmen . 1 

I can get it cheaper at that is more than I want to pay; I want to 

think it over; it is not just what I want; I won’t decide today; I want my husband 
to see it; I want something better; 1 am just looking; I haven’t enough money 
with me to get it fa^day; I’ll wait until goods are marked down; I’m looking for 
a friend; I want to look around before buying; I like it and I don’t like it, I don’t 
know about buying It. ' 

The salesman performs the greatest service for the buyer when he 
gives him dependable advice, suggestions, and information concerning 
prices, service, quality, style, or fashion, and when he aids him in deter- 
mining what he needs, or what his problem is. The salesman is in an 
excellent position to help the prospect satisfy this need or solve his prob- 
lem by showing him how the product or service being considered, or how 
a buying connection with this particular firm will benefit him. The 
salesman, under these conditions, has an opportunity to assume a pro- 
fessional attitude. 

Effective Use of Salesmen . — The nature of the task to be performed 
and the character of the agency used furnish many occasions during the 
performance of the marketing process where and when waste in effort 
and reSult may appear. The large expenditures necessary to secure, 
maintain, and supervise a sales force make it mandatory that the sales- 
people in many lines of selling be not only carefully selected and trained, 
but also effectively supervised. 

There are a number of conditions that make selling by salesmen 
expensive. The irregular demand for a large number of products in 
the retail field causes the volume of sales to fluctuate violently from 
month to month, week to week, day to day, and even during the hours erf 
the day. This situation makes it necessary to employ part-time sales- 
people who may not be so efficient as the full-time force. More people 
are kept on the payroll than are kept busy all the time; this situation, 
increases sales cost. The desire of the management to have enough 

1 PenormA RtMarch in Department Stores, p. 22. Published by The Research 
Bureau of Betail graining, Univ. of Pittsburgh. 
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salespeople to give customers prompt ' attention, under tire situation 
outlined above, results in a low salary scale. This lade of adequate 
financial remuneration limits the retailer’s opportunity of choice in 
selecting salespeople. The typical retail clerk is young and relatively 
inexperienced. The great majority of them are girls who consider this 
employment as a temporary affair. Well-paid, mature, and experienced 
salespeople who regard their work Srith pride and enthusiasm would 
doubtless give better satisfaction. There are, however, a large number 
of products and some types of retail stores that do not require a high-grade 
salesperson. Standardized products of small value, which arc bought 
repeatedly by consumers do not have to be “sold.” Consumer^ “buy,” 
instead of being “sold,” green fruits and vegetables, a large variety of 
food products, sugar, peanuts, chewing gum, cigarettes, the typical 5-and- 
10-cent variety store products, and many forms of services', Self- 
serve stores, vending machines, and advertising are reducing\ for a 
number of lines the amount of sellingtf ormerly done by retail salespeople. 

There is ample evidence of great inefficiency in tne^ise of salesmen 
outside the retail field. These salesmen consume much time in traveling 
from one prospect to another and in waiting for an interview. C. H. 
Lang of the General Electric Company stated, in a talk to the Milwaukee 
Association of Industrial Advertisers, that only 15 per cent of the typical 
salesman’s time is spent in the presence of the prospect; 40 per cent is 
consumed in getting to the prospect, 10 per cent is used up in waiting 
to get to the prospective buyer, and 35 per cent is spent in doing clerical 
or office work. The proportion of time available for each activity 
varies with the territory covered. Thus a city salesman spends less 
rime traveling and more time in selling than the country salesman. 

The Lowe Brothers Company 1 made a study of the work of a single 
salesman and discovered that his cost per call was $18.70; he called upon 
one agent who bought one dollar’s worth of merchandise fibm the 
company during the entire year;* a town in which no sales were made 
had been visited seven times at an expense of $131; one account was 
called on fifty-two times at a selling expense greatly in excess of the 
proceeds made on the account; one agency, the sales to which amounted 
to $18.70, was called on once. On the other hand, another agency 
buying $1,850 worth of merchandise was called on only once, and another 
customer buying $208 worth was not called on at all. 

Duplication of sales effort is another source of waste. A survey of 
839 retail stores in twenty-eight cities representing thirteen distinct 

> "Methods of Organising Salesmen’s Time” Business Leaflet 2, issued by Policy- 
holders’ Sendee Bureau, Metropolitan Life Insurance Company. 

* Results show, on the other hand, that for some goods a sale is seldom made on 
the first call; 85 per cent of orders given by merchants to new men are given on and 
after the fifth call. 
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lines — from automobile to stationery stores— revealed that the group was 
called upon by 9,643 salesmen of jobbers, 13,431 salesmen of manu- 
facturers, 3,539 missionary salesmen, and 194 survey investigators. 
The proportion of duplication was estimated to be 54.4 per cent. The 
remedy suggested was more advertising and less personal selling. 1 

Incentives and Accomplishments. — The method of paying salesmen 
is important from the point of vifew of this discussion because of its 
effect upon the results secured. The first step in the determination of a 
satisfactory payment plan is to determine definitely the task the sales- 
man is expected to perform, and then define the qualifications necessary 
to accomplish the task. The system of payment should be so designed 
that it will reward the salesman for accomplishing each phase of his 
task in proportion to its importance or according to the emphasis placed 
by the management on the different phases. 2 

There is an upper and a lower limit to the amount of salary that can 
be paid in any given case. The up*>er limit is fixed by the amount the 
business can afford to pay, i.e., as a percentage of the dollar of actual 
income; the lot#&r limit is the amount that the salesman must receive so 
that he can live in the manner the firm expects its sales representatives to 
live; to keep him happy, loyal, and enthusiastic; and to discourage 
competitors from hiring him. The ideal amount which will encourage 
the salesman to put forth his best efforts in a manner most satisfactory 
to the company and to the buyer should be found between the two 
limits. 

The more commonly used plans are straight salary, straight commis- 
sion, and various forms of quota, profit sharing, and bonus plans. The 
salary plan gives the management the greatest degree of control over 
the salesman, but may not provide a strong stimulus for great effort. 
The commission plan, on the other hand, may furnish a powerful stimulus 
but it provides the management with little control over the salesman. 
Many salesmen on the commission plan regard themselves, virtually, 
as being in business for themselves. The other plans are largely varia>- 
tions of these two plans, in Vhich attempts are made to secure the 
advantages of both without the disadvantages; or to furnish the salesman 
an incentive that will cause him to perform according to the wishes of the 
management. 

Trend in Supervision. — The modem trend in sales management 
seems to be to set the task for the salesman and instruct him how and 

‘Survey made by the Sherman Corporation, summary published in Close and 
Industrial Marketing, pp. 54 /., April, 1929. 

* Lanthsof, Lincoln, "Howto Find the Best Method for Paying Your Salesmen,” 
SaUe Management, pp. 499 #., Dee. 14, 1929. Mr. Lanthrop gives seven major 
Plans with forty-five sub-classes. 
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when to accomplish it. The task is frequently broken down into its 
component parts, and the salesman is given specific instructions on just 
how to do each part. To encourage him to give the proper degree of 
emphasis to each part, some firms have adopted the "point” system of 
supervision. A point is an arbitrary unit oi measurement. Each 
dement of the sales task is rated as worth so many points. This plan 
of control provides a flexible systenf which permits instant adjustment 
to changing conditions. If the management, for instance, wants the 
sales force to give more effort to securing new accounts, it can raise the 
number of points allowed for this work; if it wants more effort given to 
devdoping goodwill among old clients, an increase in the number of 
points allowed for this work will give the required incentive. The 
salesman is paid on the basis of the number of points he earns in a given 
unit of time. \ 

Determining the Worth of a Salesman. — The valge of a salesman to 
his firm may be tested in a number qf ways. If proper standards of per- 
formance have been established and an adequate system of reports and 
records has been devised, an objective test of the wolk done can be 
prepared. Some types of information that indicate the salesman's 
value are his sales volume, by products and periods; relation of his sales 
to his quota; amount of his expenses and their relation to his sales, his 
remuneration, and the profit on his sales; profit and loss on his sales; 
number of calls and demonstrations made and their relation to the new 
customers secured, and the number and volume of sales resulting; his 
record with reference to number and character of complaints, claims, 
cancellations, and price cutting. Increased sales per salesperson, more 
of the salesman’s time utilized in the presence of the prospect and less in 
shows, walking the streets, waiting in outer offices, and in doing clerical 
work; more effective routing, more supervision of the kind that shows 
how, when, where, and why will do much to reduce the cost of selling by 
salesmen. The costs of marketing, therefore, may be decreased by 
increasing the efficiency of the personnel. The responsibility for the 
attainment of this desirable objective resfis squarely on the management 
of the firm. 

Advertising and Publicity in Marketing. — Advertising and publicity 
are generally regarded as two closely related but distinct forces in the 
field of sales promotion. Advertising has been referred to as salesman- 
ship in {Hint. Its primary objective is to sell or to directly aid in selling 
merchandise, services, and ideas. Publicity is primarily educational in 
character. 

Its ordinary sphere is to acquaint the publie with new discoveries or develop- 
ments of interest, so as to erect a background of information that can later be 
made to yield sales through advertising and other promotional activities. In 
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addition, publicity is of utility m neutralizing or subdividing sales resistance, ■ 
especially misinformation and prejudice; new customs, vital dements in market 
cultivation, can thus be introduced by mousing interest in their novel features 
and then a vogue therefor. 

Among the other benefits to the industries that are desirable from publicity 
is the dissemination of goodwill by the release of interesting and favorable facts 
about a business and its policies. If a company is conducting scientific research 
with tiie aim of improving its products, this fact is of concern to consumers, 
and it is the special province of publicity to acquaint the public therewith. 1 

Advertising ranks second only to the salesman as a device for develop* 
ing and maintaining sales. This importance is suggested by the amount 
of the expenditures. The Committee on Recent Economic Changes 
estimated the expenditures during 1927 at $1,502,000,000. The Denny 
Publishing Company, New York, estimated the 1929 expenditures for 
national magazin^ advertising at $203,776,077. The Bureau of Adver- 
tising of the American Newspa^pr Publishers Association estimated 
the 1929 local ana national advertising in newspapers at approximately 
$760,000,000. ✓ Radio advertising was in excess of $40,000,000 in the 
same year. Outdoor advertising to the amount of $75,000,000, and 
car-card advertising equal to $20,000,000 was placed in 1928. Direct- 
mail advertising during the same year was estimated at $1,000,000,000. 
None of these figures includes expenditures for lithographed window 
display, counter display, and novelties. 2 If these est ima tes are approxi- 
mately correct, the expenditures during 1929 for the various forms of 
advertising were well in excess of $2,000,000,000.® The expenditures 
for advertising were greatly reduced during 1931 and 1932. The improve- 
ment in sales in 1934 and 1935 encouraged larger expenditures. Some 
of the industries with large advertising expenditures are food products, 
drugs and toilet goods, automotive, household goods, automotive 
accessories, parts, and supplies, soaps and cleaners, tobacco products, 
radio, electrical refrigeration, shoes, paints and varnishes. 4 The rapidity 

1 Hamgr, William A., Mellon Institute of Industrial Research, “Whither Public 
Relations Work?" Summary published in Domestic Commerce, June 10, 1935. 

* Consult Frank Presbrey, History and Development of Advertising, 

* Falk, A. T., director, Bureau of Research and Education for the Advertising 
Federation of America, believes the total annual expenditure for advertising was 
approximately $2,000,000,000 apportioned as follows: newspaper, $860,000,000; Ml 
periodicals other than newspapers, $340,000,000; direct mail, $400,000,000; outdoor, 
$100,000,000; radio, $75,000,000; specialties, $125,000,000; window displays, $75,000,- 
600; premiums, programs, directory, and reference media, $25,000,000. Butt. Bureau 

Research and Education, 1931, Series 1. 

4 The automotive industry spent in excess of $107,000,000; the drug and toilet 
B°ods, $61,000,000; food and food beverages, $55,000,000; home furnishings, $31,000,- 
000; building materials and supplies, $13,600,000; and clothing and dry goods, 
$12,000,000 on advertising in newspapers and magazines alone during 1929. Com- 
Finance, 18, p. 903, Apr. 80, 1930, 
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with which appropriations for advertising increased during the period 
1021—1930, and certain exaggerated claims made and unscrupulous 
practices followed, have drawn severe criticism against advertising as a 
method in general, and against the users and producers in particular. 
Some of the friends and exponents of advertising have proved them* 
selves its worst enemies by closing their eyes to its defects and trying 
to justify it under practically any and all conditions. 

Kinds of Advertising . — The more commonly used forms of advertising, 
classified on the basis of the kind of mediums used to convey the mes- 
sage, are magazine, newspaper, billboards, car card, radio, mail, backages, 
inserts, and dealer helps. The national advertising dollar for u933 was 
distributed among the leading mediums as follows: newspapers, 48.6 
cents; magazines, 31.5 cents; chain broadcasting stations, 10y cents; 
outdoor advertising mediums, 8.0 cents ; and car cards, 1 .2 cents. Accord- 
ing to estimates of the American Newspaper Publisher^ Association there 
were 1,895 daily newspapers published in the Unitqjl States in 1934; 
approximately 100,000,000 pennies are spent daily f^r newspapers; 
the total daily circulation of newspapers is 38,500,000; 93 per cent of the 
homes are contacted. Fifteen leading magazines have a total numerical 
circulation of almost 30,000,000, and reach about 14,753,550 homes. 
Between 55 and 65 per cent of the homes have radios. These three 
mediums alone furnish the mass producer an unexcelled opportunity for 
mass selling. 

Each medium has certain advantages which make its use desirable 
under appropriate conditions. It is an important administrative 
function of the management to determine what mediums should be 
used at a given time, and to what extent and in what combination they 
should be employed so as to produce the most satisfactory results. 

The following outline summarizes, by citing a specific instance, the 
various forms of advertising that may be used profitably by & retail 
store. 

How Stores Advkrtibe^ 

Newspaper advertising. 

a. Daily newspapers. 

b. Weekly newspapers. 

Direct-mail advertising. 

o. Letters. 

b. Postal cards. 

c. Circulars, booklets, leaflets, etc. 

Radio advertising. 

a. Spot broadcasts from local radio stations. 

Outdoor advertising. 

a. Billboards. 

b. Illuminated store signs. 

e. Signs on delivery trucks. 

1 Better Retailing y National Cash Register Company, 1985. 
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Street-ear advertising. * 

a. Street-car cards. 

b. Bus cards. 

c. Suburban train cards. 

Motion picture theater advertising. 

a. Colored slides. 

b. Commercial trailers. 

Advertising by personal distribution. • 

a. Handbills and dodgers. $ 

b. Shopping news. 

Classified advertising. 

а. In newspapers. 

б. In telephone directories. 

c. In buyers’ directories. 

Advertising confined to store itself. 

а. Window displays. 

б. Counter displays. 

c. Elevator bu^ptins. 

f « 

Advertising is an instrument designed primarily to aid in accomplish* 
ing sales on admass basis. This method of selling, in fact, is likely 
to prove disastrously uneconomical when used on a small scale in a 
restricted market. A large, successful, and widely experienced manu- 
facturer is reported to have invented a certain machine to be used in 
burning the oil out of a filtering machine used in refining oil. An adver- 
tising campaign was started to aid in selling the new product. When the 
campaign proved a failure, an investigation was made to determine the 
reason . 1 This survey is reported to have revealed only five firms that 
could use the product. This was a case in which the use of space advertis- 
ing was decidedly uneconomical. 

The Development of Advertising. — Advertising as we know it, according 
to Mr. Presbrey , 2 is new in its methods, but its ideas and its objectives 
are as old as the human race. The first advertisements were announce- 
ments of reward for the return of runaway slaves and bond servants, 
with a description of the runaways. The Egyptians employed a crier 
to announce the arrival of ships bearing cargoes of wine, spices, and 
metals. He created interest by describing in florid language the regions 
from which the goods came and the difficulties under which they were 
secured. Signboards have been used from ancient times to inform the 
public as to where certain goods and services might be purchased. With 
the development of printing came the printed pamphlet, then the news- 
paper and periodical. The utilization of a number of recent develop- 
ments in technical processes, such as offset printing, rotogravure, the 
aquatone process, and the Smithsonian process for the application of 

1 It is no doubt obvious to the reader that the survey should have been made 

M^the^verthttng campaign was started. 
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four-color plates on non-coated paper, Kave done mueh to impiove the 
appearance and quality of advertising, thus encouraging Wider use. The 
development of wireless and the radio introduced the radio announcer. 
The broadcasting station (plus the radio receiving set) became an impor- 
tant advertising medium after 1926. This type of advertising was least 
adversely affected during the depression. The public is now awaiting 
the next step in the development of television. 

Why Is Advertising Usedt — Preseift-day advertising policies and prac- 
tices have been bitterly criticized. The use of advertising is, not com- 
pulsory. Why is it used? The justification for the use of advertising 
in any given instance depends upon the objectives set and the results 
secured. Advertising on the highest plane “is not a mere badgering of 
consumers and a stirring of nascent desires. It takes on the nature of 
enlightenment concerning value and use.” It performs a useful rnarket- 
ing service. It arouses buyers’ interest; makes effort/, of salesmen more 
fruitful; saves time of buyer and seller; reaches tljpusands and even 
millions at much less cost than is possible by any other means; reduces 
costs of selling, and may aid in reducing the casts of production. Adver- 
tising should have as its objective the giving of information in a form that 
will be seen, read, understood, and appreciated by those to whom it is 
directed. 

Advertising is typically used to sell or help to sell a product, service, 
or idea. A relatively small amount of advertising is used to make a 
sale, unassisted by salesmen and other sales-promotional devices. Yet 
some very effective so-called mail-order advertising is used to sell books, 
insurance, low-grade securities, and certain articles of merchandise. 
When and where this is true, there is usually found a well-known 
standardized product; a sponsoring firm that is well known and highly 
respected; a product so low in price, or with claims so glowing, that a 
certain percentage of people are willing “ to take a chance.” Th6 greater 
proportion of advertising is used to accomplish one or more of the follow- 
ing objectives: to introduce to the public or trade a new product or firm; 
to prepare the way for a more cordial reception of a salesman ; to induce 
consumers to ask for, or accept when offered, the advertised product at 
a retail store, to write for a booklet, sample, or some other form of informa- 
tion; to secure a mailing or prospect list; and to cultivate goodwill and 
build prestige. 

Space and radio advertising and mail communication may be used 
to reach prospects who cannot be reached economically by salesmen; 
these mediums are often able to enter where a salesman would encounter 
peal opposition, e.g., in the home, office, factory, mid places of amuse- 
ment. Advertising may be used to carry a message promptly and 
rapidly to large numbers of people scattered throughout wide areas- 
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It isapowerfulforce for expanding industry ; it is of little use, for 
to build a large factory in order to secure the economies of large-scale 
production unless buyers of the product can be found and persuaded 
to buy. Advertising, however, will not maintain repeat sales for an 
inferior product; it will not create a fashion, although it may be used to 
announce and spread a fashion. A well advertised product of satis- 
factory quality will usually enjoy a larger sale than an unadvertised prod- 
uct of equal quality. * 

If the advertising program is successful, one or more of the follow- 
ing will be accomplished: the volume of sales will be increased or will not 
decrease to the extent which otherwise would have happened; costs of 
selling will be reduced, profits increased, or losses reduced; and, perhaps, 
the price to the buyer ultimately reduced due to economies of large- 
scale production made possible by increased sales. 

Factors That Cfydition Success . — The results secured depend upon the 
character of the advertising itself, the methods used, and the conditions 
under which the marketing campaign is carried on. There are two sets 
of conditions. One set comprises such factors as the character of the 
internal organization and operation of the particular business enterprise, 
for example, the policies of the firm, the caliber of the management, the 
financial resources of the organization, and the attention paid to planning, 
execution, and testing of the marketing program in general, and the 
advertising phase in particular. The other set of conditions is deter- 
mined by external factors, such as the general economic, political, and 
social conditions, and the competitive situation. 

The achievement of any particular advertising effort, usually, cannot 
be separated from the combined results secured from the general policies 
and methods of operation of the firm. The success of any business 
activity, which is reflected in increased sales, lower costs of selling, pro- 
duction* or financing, and increased profits or lower prices, is usually 
the result of a complicated series of business judgments, efficient opera- 
tion, and fortuitous circumstances. 

If advertising is to be used* successfully, as is equally true in the me 
of other selling forces, it must be based upon a careful study of the 
marketing implications of the characteristic features of the product, and 
the general anti specific conditions under which the marketing activity is 
to be carried on. A plan can then be formulated which exemplifies anti 
synchronises with the general policies of the firm and provides for a con- 
sistent and intelligent use of suitable forms of advertising. Advertising 
ability, however, reflects the frailties of the human mind; it cannot be 
conveniently anti reliably graded, standardized, or sold by sample. 

Advertising and the Costs of Goods.— The use of advertising may toad 
to lower prices, or it may actually make it possible to charge a higher 




I , ' 

SOME FUNDAMENTAL MARKETING DMQBLBM8 


price for the product. When advertising, as was stated before, increases 
so that production can be increased to such an extent as to bnng 
about the economies of large-scale production, prices may be lowered. 
This will happen when the decrease in the costs of production is greater 
than the increase in the costs of selling. 

Advertising may reduce the costs f of selling by establishing consumer 
and dealer acceptance, thus reducing the costs of personal selling by a 
greater amount than the advertising* costs. Fewer retail and wholesale 
salesmen are required to secure the same or a larger volume of sales 
because the salesman spends less time with each customer. Consumers 
may even serve themselves in self-service stores, by vending Machines, 
and by asking for merchandise by brand name, so all the clerk has to do 
is to wrap the article and collect the price. Orders may comp in by 
telephone, telegraph, and mail. In an analysis of 45,000 sales transac- 
tions the U.S. Department of Commerce found it required twice as long to 
sell a little-known item, even thoughat was being presented as an equiva- 
lent product, as it did to sell the advertised item which had already been 
adequately presented to the consumer by the manufacturer. 

Even though prices are reduced because of advertising, the buyer, of 
course, pays for the advertising in all instances where the business is 
making a profit or breaking even, since the expenditure comes out of the 
price paid by him. The price paid, however, under the conditions men- 
tioned would likely be higher if advertising were not used. 

Hie influence of advertising on marketing costs and on the prices paid 
by the buyer is interestingly discussed by Roy S. Durstine in the following 
quotation. 


Suppose you have a piece of information which you want to send to a friend 
in San Francisco. That costs you 3 cents. Now suppose you want to send the 
same information to 10 friends. That costs you 30 cents. Increase that number 
of people to a thousand. Now you are paying 30 dollars just for stamps. But 
suppose you feel that it is a piece of information which would interest 120,240 
people in San Francisco regularly receiving a certain San Francisco newspaper. 
And then suppose you found that you could send this information to all of them 
for not $3612.60 (which would have been the cost of the stamps alone) but for 
$627.20 . . . wouldn’t that seem a pretty sensible idea? And when you have 
found that there are so many San Franciscos and Denvers and Kansas Citys, you 
decide to send your information to everybody in the country and put that infor- 
mation in a magazine which goes to two million women. If you mailed it, just 
the stamps would cost $60,000. But the magazine would print your information 
for you — yes, on the back cover in colors to show just how your package looks on 
a shelf — for $13,500. 1 

1 “Roy Durstine, of BBDO, Illustrates the Economy of National Advertising,” 
from an address delivered at the meeting of the U.S. Chamber of Commerce, May 1, 
1636. 
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In an article published in Printers’ Ink Weekly, Mr. Durstine gives 
the following information : 

* 

A large food company with a very large appropriation spends 3 cents per 
capita per year and sells a fine product at an extremely nominal price. 

Another large food company has cut its marketing cost practically in two 
through converting some of its sellingi expense to advertising. Whereas total 
selling and advertising was 21 per cent j,t the beginning (16 per cent sales — 6 per 
cent advertising), it is now 12 per cent total (5 per cent sales and 7 per cent 
advertising). 

Bread is now so good and so cheap that hardly anyone can afford to 
bake it in home ovens. The advertising to make it known costs less than the 
wrapper to keep it clean. 

The story of Sunkist oranges is too well known to need repetition. But the 
low cost of the advertising which has been an indispensable aid in making orange- 
growing into a well-nrdered industry for the producers and in changing this fruit 
from a holiday luxury into a healthful daily item in millions of homes is sig- 
nificant. At the maximum the cost of this advertising to the housewife per 
dozen oranges h^u been one-third of a cent or one-thirty-sixth of a cent per orange. 

The Loose-Wiles Biscuit Company says that on a 10-cent package, the adver- 
tising expenditure is less than a tenth of a cent. An executive of a representative 
packer of vegetables and fruits gives one-tenth of a cent per can as the advertising 
expense. He believes that this is a fairly standard figure for the canned goods 
industry. 

As you drink a 5-cent glass of Coca-Cola perhaps it will help to refresh you to 
know that only 1,576/ 100, OOOths of one of your five pennies went into telling 
the people of the United States about this product. On a Lord PeppereU shirt 
64/100ths of a cent has gone into public information about it. A well-known 
cake of soap carries an advertising cost of one-fifth of a cent. 1 


Retail Advertising Costs— k recent compilation of advertising figures 
gives the following percentages of gross sales as customary and proper 
advertising expenditures for the indicated retail stores: 2 
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Restaurants 

3:1 


Department stores 15 

Grocery stores 

Haberdashers. 3.5 

Women's wear 

General stores 15 

Electrical shops 2.7 

Cleaning and dyeing 3.3 

Meat markets 10 

Specialty shops 3.8 

1 Drawnw, Rot 8., “Why Advertising Really la an Economic Tool," Printer*’ 

Ink Weekly, pp. 7/., Nov. 29, 1934. . . 

•These figure* woe compiled by the Business Research Bureau of Northwestern 
University in cooperation with Harvard. Quoted by Babson. 
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When quantity production has been established by advertising, it is 
usually necessary to continue advertising in order to maintain the volume 
6f sales. If the manufacturer discontinues advertising, sales will likely 
decline, production costs will rise, and prices, eventually, will have to 
be raised. 

Advertising and Prices . — Advertising may make it possible to raise 
the price or sell at the market-plus by causing the buyer to hold the 
product in higher esteem than formerly, or than another product of equal 
value but less well known. A higher price for an advertised product 
may be justified when the advertising serves as a guarantee of quality, 
uniformity, performance, and correct style ; or when it makes purchasing 
more convenient and saves time. By aiding in rapidly introducing new 
and improved products and services over wide areas, the happiiiess and 
welfare of large groups of people may be greatly increased through the 
use of advertising. f 

Dr. L. D. H. Weld classifies th£ principal effect! of advertising, in 
so far as it tends to raise prices, as follows: 1 

1. On the commodity itself (a) as a guarantee of quality, (6) in making pro- 
curement easier, and (c) in packaging. 

2. On the manufacturer as a reward for risks assumed. 

3. On the buying public (a) from the educational standpoint, (b) in fitting 
production to the different classes of demand, and (c) in creating new wants 
and adding to general satisfaction. 

4* On general economic progress. 

In developing these four points, Dr. Weld says: 

Sometimes people are induced through advertising to purchase things they 
can't afford. This is not so likely to happen from advertising, however, as it is 
from personal salesmanship. 

« 

Wastes in Advertising . — Of course, there is waste in advertising. 
There is waste in the use of coal to create heat; there is waste in the use 
of ti»e steam engine to develop power fronj coal and water; there is waste 
in the utilization of gasoline in the internal combustion engine; there is 
waste throughout our everyday living. Should we abolish all the above 
because of the waste? No one would be so foolish as to advocate this 
procedure. All would agree that earnest attempts should be made to 
improve the instruments and methods. The same attitude, it would 
appear, might profitably be taken toward the use of advertising. 

Because reckless drivers of automobiles kill hundreds of men, women, 
and children annually, do we propose to discontinue the use of automo- 
biles? We attempt to regulate the operation of the vehicles, and to 

1 "When Advertising Bakes Price*,” a reprint from an article in The Notion'* 
Butina*, April, 1920. 
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punish offenders. Could not the same procedure be followed with 
reference to advertising? 

The Pseudoscientific Advertisements . — Advertising has been used 
by unscrupulous individuals to develop sales for inferior and injurious 
products by making claims of qualities that did not exist. Pseudo- 
scientific appeals, especially in th^ field of food products, cosmetics, 
tooth pastes, toilet soaps, and medicaments have been particularly 
objectionable. The findings of scientists may furnish excellent copy 
material when rightfully and truthfully used, but when half-truths and 
exaggerations are used under the name of science to develop sales through, 
for example, an appeal to fear, the best interests of advertising are injured. 
Apparently, federal legislation is the only remedy for this objectionable 
type of sales promotion. 

The Testimonial Copy . — The testimonial and endorsement forms of 
copy have been giWly overworked. One issue, for example, of a well- 
known weekly m^azine contained ten advertisements that featured 
a certain movie actress by announcing her as a user or endorser of the 
products beingf advertised. A wide variety of articles was included, 
from wrist watches and wedding rings to chewing gum and cigarette 
lighters. This form of appeal soon fails to impress the public and thus 
becomes ineffective and wasteful. Testimonials, on the other hand, 
that are truthful and sincere may be of considerable value to the prospec- 
tive purchaser. When large sums of money are paid to famous individ- 
uals for the use of their pictures and for their endorsement of some 
product, the public tends to lose confidence not only in this particular 
advertisement but also in all testimonial advertisements. 

Advertising, irrespective of its quality, cannot force people to buy. 
It cannot persuade, induce, or deceive them into purchasing, repeatedly, 
inferior or unsatisfactory merchandise and services. Goods are not 
bought fnerely because an advertisement is artistic, interesting, or enter- 
taining. The lt truth in advertising ” movement, better business bureaus, 1 
and the alertness of publishers and radio broadcasting companies have 
done much to raise the standards of advertising in general. The various 

1 Today the better business bureaus are expected to: 

Promote accuracy in advertising, through the cooperation of advertisers, them- 
selves; advertising media; and properly constituted authorities. 

Aid in the elimination of unfair competition through promulgation of ethical 
standards. 

Provide an unbiased medium for the settlement of disputes between competitors, 
and between business concerns and their customers. 

Expose lake promotions, and aid in the prosecution of fake promoters. 

Warn the public against the endless easy money schemes which divert ha*d- 
camed dollars from the channels of legitimate investment and trade. 

Furnish dependable, disinterested information on offerings of securities, busi ne ss 
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leading advertising mediums reject each* year millions of dollars’ worth 
of fraudulent and otherwise objectionable advertisements that are sub- 
mitted for publication. 

The Effective Use of Advertising . — The consumer, as well as the 
merchant and manufacturer, is interested in the proper use of advertising 
because of the effect on costs and prices. The relative position of adver- 
tising in the marketing program should be determined on a scientific 
basis. What different kinds of adveHising will be used and the relative 
position of each should be just as carefully determined. 1 There are a 
number of factors of a technical nature, which, if not properly Handled, 
will lead to waste. The limitations of advertising, as well as its\strong 
features, should be recognized and appropriate action taken. \ 

The Time Element. — Advertising used in an attempt to sell some- 
thing for which there is a declining demand is wasteful. Any producer 
trying to persuade women in the United States to we&r cotton hose and 
high-top shoes during 1935 would hare been wasting %is time and money. 
The advertising of straw hats in December to the consumer in Chicago 
would Jhardly prove successful. Advertising will be mosl effective when 
it is timely , when it calls the attention of the prospective purchaser to the 
good qualities of the products near the time when he will want to use them. 
Mer chandis e and services bought and used continually throughout the 
year should be advertised constantly, and seasonal goods in season. 2 

The Place Element. — Goods should be announced where the prospect 
can see the statement. If he lives in the country, the message should 
reach him there; if he lives in the city, that is where the message will 
be seen most frequently and have the best effect. The radio furnishes 
an excellent medium for reaching the prospect in his home ; the magazine 
and newspaper also perform this service in a highly satisfactory manner. 
Poster panels, car cards, window and counter displays, and signs present 
the message to him when he is away from home. 

Excellent advertising copy may be wasted because it is not placed in 
the proper medium. An advertiser does not buy merely white space 
and circulation when he places his advertisement in a given medium. 

opportunities, or service — thus not only protecting the public, but also removing 
unjustified suspicion from legitimate enterprise — From a booklet published by the 
National Association of Better Business Bureaus, Inc., published in Milwaukee 
Commerce , the official bulletin of the Milwaukee Association of Commerce. 

* Some advertisers maintain that it is the function of printed advertising, salesmen* 
and direct mail to educate, inform, stimulate, describe, and persuade, while radio 
advertising should be used to create goodwill through entertainment and to popularise 
a trade name. “Viewed from this angle radio supplements but does not supplant 
Other forms of sales promotion/’ 

•The successful advertising and selling of furs in August and of coal during the 
summer is due chiefly to the better values offered in the pre-season sabs. 
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He buys an opportunity to reach a given market, to tell his story to a 
selected and known group. He should carefully consider the character, 
quality, size, and other important elements of the circulation of the 
medium. A large number of subscribers may be of no value if they do 
not constitute a group that may be interested in the product or service 
being advertised. Advertising placed in metropolitan newspapers and 
urban magazines, for instance, will not be read by many farmers. This 
group of buyers may be reached effectively by means of the radio* poster 
panels placed in suitable locations, farm periodicals, and rural newspapers. 
The effectiveness of these mediums is probably somewhat reduced dvamg 
the summer months when the farmer spends long hours in the field. 

The standards and policies of the publisher are other factors that. 
should be investigated. The character of these qualities can then be 
checked against the publisher’s advertising rates. Any rate, however 
low, is an expensive rate if the medium does not present an adequate 
opportunity to reaah the desired market. 

Technical Aspects of the Copy.— Much depends upon the technical 
aspects of the* copy. The message must be seen, attract attention, 
arouse enough interest to secure a reading, and win confidence through 
the sincerity expressed and the explicit method of statement. It should 
express good taste, tie up with previous advertisements, and prepare 
for those to follow. The skillful use of color, illustrations, layout, type, 
position, and size of space aid in securing attention, maintaining interest, 
and in getting a favorable reading. 

The type of appeal employed usually determines the nature of the 
response secured. If it is based on the idea of giving help or useful 
information — showing how the prospect can save or earn money, attain 
more happiness, beauty, or success, reduce costs, or make a profit — it 
will probably arouse interest and secure the desired form of action at a 
reasonable cost. 1 

The appeals used by one company in advertising electric ranges were: 
coolness, cleanliness, convenience, healthfulness, safety, better results, 
and the release of time to the benefit of the housewife. A gas company 
wished to increase the number of its customers and to increase the per 
family consumption of its product. The company demonstrated how 
gas could be used to cook meals, heat water, warm the house, and refriger- 
ate the food. The method commonly used to increase the consumption 

gas is to sell gas-using appliances — ranges, water heaters, home- 
heating units, as “hardware gadgets, nuts, bolts, and enamel finish. A 
new method was developed in terms of human comforts — better-cooked 

1 A detailed discussion of the technical features of the instruments of sales promo- 
tion is not within the «ope of this book. Consult textbooks on advertising copy and 

layout. 
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foods! coder kitchens, less slavery to meals, luxurious hot water, carefree 
house heat, and thrifty refrigeration/ 11 

* Why Some Advertising Efforts Fail .*— Some of the reasons why adver- 
tising campaigns may fail to produce the results expected are given in 
the following summary. The student should be able to expand each 
statement and perhaps be able to gi^e an example for each instance. 

1. Failure to instruct salesmen to follop up advertising at point of sale. 

2. Failure to inform clerks on sales points of new product. 

3. Failure to sell salesmen on value and need for distributor sales helps. 

4. Failure of salesmen to promote use of local advertising helps. 

5. Failure to instruct salesmen in purpose and sales use of advertising. 

6. Failure to train clerks to render prompt attention and courteous ^ervice. 

7. Failure to plan standard sales story for each salesman. 

8. Failure to coordinate advertising and selling. 

9. Failure to tie up advertising with local display. 

10. Failure to live up to advertising — if you promise a boottet, give it; 

11. Inquiries should be followed up pei^onally — not by telephone. ‘ 

12. Failure to follow up inquiry promptly. 

Testing the Effectiveness of Advertising . — The degree of effectiveness 
attained in the use of any given form of advertising, except the mail- 
order type, is particularly difficult to measure. The number of different 
factors, other than advertising, that affect the volume of sales and the 
amount of profit is so great that it is difficult to isolate the effect of 
the advertising force and measure its contribution to the whole. The 
number of variable elements in the advertising itself makes it difficult 
to identify any particular weak or strong element. A list of some of 
these elements will serve to illustrate the degree of complexity involved. 
A change in any one of the following elements of the advertisement may 
affect to a considerable extent the effectiveness of any given advertise- 
ment: size and shape of space; location on the page, or in the magazine 
or paper; number and arrangement of units in the layout; mediilm used; 
time; text; trade-mark; coupon; illustration; color; border; size of type; 
and the arrangement of type. 

The coupon and various systems of keying individual advertisements 
and mediums frequently give helpful intimations as to the effectiveness 
of a particular piece of copy or the value of a given medium. The ratio 
of the number of inquiries or of returned coupons per $100 spent in 
advertising can be established for each medium. Similar ratios for 
•. the volume of sales resulting may be worked out. Psychological tests 
of copy performed by presenting a number of different advertisements 
te a group of students or prospects and getting their reactions, have been 
tited with some success. One of the most satisfactory methods is the 
feet campaign. A few selected advertisements are run in a limited 

1 From an advertisement by N. W. Ayer k Bon, in Printers* Ink Wtekly. 
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number o 4 mediums in such k maimer as to show which par ticular 
advertisement seems to get the greatest response. This 
however, has its limitation. A company advertising continually, 
on a national scale, would probably find it extremely inconvenient 
to test all its copy in this manner. Again, much advertising copy is 
of such nature that little positive Response can be expected. 1 A fiiyo, 
in addition to spending money, for sales promotion, should mn.1ra a 
liberal appropriation for research activity to test the effectiveness of its 
advertising, to improve its product, and to reduce costs of marketing and 
production. 

Identifying Features. — The practice of identification may facilitate 
and make for more effective advertising and salesmanship. Various 
methods of identifying the sales place and the product have been devel- 
oped. A large number of chain stores, independent merchants, banks, 
theaters, hotels, md manufacturers use distinctive external features 
of their sales placebo give them personality and to distinguish them from 
their neighbors. Brands and trade-marks are attached to a large 
variety of prcfiucts so that the prospective purchaser, when buying, 
can identify the article. 

Identifying the Sales Place. 1 — The features most commonly used to 
aid the purchaser in locating and identifying the sales place are (1) a 
definite name for the store, business, or the firm;* (2) the style of archi- 
tecture of the building; (3) the nature of the store front, i.e., the shape, 
color, the nature of the windows and entrances; and (4) signs of various 
kinds. 

The more important reasons for using identifying features in con- 
nection with the sales place are (1) to indicate or suggest the ownership 
of the Btore; if the name is that of a well-known individual, a favorably 
known manufacturer, or a successful chain, it is likely to exert con- 
siderable influence on initial sales, e.g., a Montgomery Ward retail 
store, a new Woolworth store; (2) to indicate or suggest the kind of 
store or merchandise offered for sale, e.g., Rexall Drugstore, or the XYZ 
Radio Shop; (3) to indicate or suggest the location of the sales place, 

1 For a discussion of some interesting methods of testing advertising copy, consult 
Daniel Starch, Principle* of Advertising, John Gaples, Tested Advertising Methods, and 
1* E* Firth, Testing Advertisement*. 

*For a rather extended discussi on of “Identifying Features of the Retail Sales 
Place,” see an article under this title by the author in The University Journal of 
Business, Vol. II, No. 4; Vol. Ill, No. 1, September, December, 1924. 

* Names may be used to (1) denote ownership or origin, (2) indicate the nature 
°f the business, (3) designate the location of the store, (4) suggest a major policy of 
the firm — reliability and dependability of the merchandise, service, or firm; economy, 
high quality, and exclusiveness. A large number of coined and fantastic names, whose 
chief function seems to be to attract attention, arouse curiosity, and, perhaps, aid the 
memory, e.g., Kggiy Wiggly, Dew Drop Inn, and s i milar, names. 
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e<g* $ the State Lake Theater; (4) to attract attention, arouse curiosity, 
or In some way aid in bringing about the recognition or identification 
of tile establishment, e.gr., window displays, decorations, and signs of 
various kinds; (5) to create an air of distinction or to create a favorable 
impression in the mind of the prospective buyer by suggesting exclusive- 
ness, trustworthiness, quality, or seryice; (6) to aid in securing publicity, 
either through the press or by word oi mouth among people generally; 
and (7) to tie up the various retail* stores of a chain, or to tie up an 
individual sales place with the national advertising of some manufacturer. 

Essential Characteristics. — If identifying features of sales places 
are to justify their costs of construction, operation, and upk/eep, they 
must be appropriate and distinctive . Whatever the distinguishing 
feature used, it should be in harmony with the nature of the\business, 
the character of the location, the quality of the clientele to which the 
management caters, and, of course, should comply/with certain legal 
and social standards. Identifying# features quite ^appropriate for a 
garage might be entirely out of place if applied to a bank or a millinery 
shop; what would be acceptable on Broadway might be shunned on 
Fifth Avenue; a style of architecture suited to the climate of Los Angeles 
might be inappropriate in Minneapolis. When names are used, they 
should be pleasing, euphonious, easy to pronounce, easy to remember, 
and distinctive. 

The Factor of Cost. — A firm could, no doubt, design countless ways 
and means of identifying its sales place through various non-functional 
additions to the building, different styles and types of architecture, and 
divers unique ways of presentation, yet the cost of such features would 
be so great in proportion to the increase of sales resulting therefrom as 
to be prohibitive. There is probably no way in which the effect upon 
sales of any given identifying device can be measured quantitatively 
since the causal factors are so complicated and involved that tliey defy 
isolation and measurement. The difficulty of determining the exact or 
even approximate sales value of the identifying features of the sales 
{dace presents a troublesome administrative problem in determining 
how much can or should be appropriated for identifying features and 
how much for upkeep and operation. Some executives have designed 
their buildings, for instance, with little concern for their commercial 
value; they have been more interested in constructing a monument to 
their past success. 

Identifying the Product. — Producers, merchants, and associations use 
brands, trade names, trade-marks, and distinctive packages to identify 
a large variety of merchandise. The practice is followed most exten- 
sively in the sale of food products, clothing, electrical equipment, hard- 
ware, drug and toilet goods, soap, and tobacco products. Agricultural 
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fljui natural products, however/ are sold chiefly in bulk and are u&identi* 
fled as to producer. A few of the cooperative associations producing 
citrus fruits, raisins, grapes, nuts, potatoes, asparagus, apples, melons*, 
berries, and dairy products are now practicing this method of sales 
promotion in a modest way. The volume of sales of identified goods, 
however, in relation to the total sales volume of all goods is small. 
Many identified goods assume ^ position of greater importance in the 
buyer’s mind than their relative safes volume warrants, because they are 
aggressively advertised. 

Why Some Goods Are Not Identified. — Some goods are purchased 
on standard specification. In such instances branding may be of no 
advantage. Some products vary so in quality, size, shape, color, and 
in other essential features that they are difficult to standardize. Since 
standardization is an essential feature of branding, this is a serious 
limitation. TherA. is a considerable demand from wholesalers and 
retailers for unidlntified products. Merchants sometimes want to 
attach their own brands. Since many manufacturers selling nationally 
advertised godfis object to having the price cut on their merchandise, 
some merchants desire an unidentified product or a private brand on 
which they can cut prices to meet competition. 

A number of manufacturers who might otherwise identify their goods 
hesitate to do so because of the large financial outlay necessary to 
aggressively advertise the brand and to secure wide distribution. There 
appears to be small value in branding a product if the identifying feature 
is not made the subject of advertising, personal selling, and dealer helps. 
Unidentified goods are typically sold on a price basis. Branded goods 
are more frequently sold on a market price-plus basis. 

Identifying Books. — The sale of books of fiction may be materially 
affected by the title chosen. The following quotation illustrates the 
use of the name or title of a book to aid in developing a demand . 1 

Few readers, I believe, have a conception of the importance of a good title 
on a book. A fitting and an artistic title can help a book the way proper clothes 
can help a woman to accentuate her beauty. 

I do not mean, of course, that a fine title will save a poor book but I do mean 
that a poor title may condemn a good book to oblivion. Frankly, I am a 
crank on this subject and retitled many books which we published. 

For example, we once had offered to us the memoirs of a young English- 
woman, entitled “The Autobiography of a Minister’s Daughter.” The book 
itself, I felt, had charm, freshness and considerable humor, all of which were 
vitiated by the label. We drew up long lists of suggestions and finally rechris- 
tened her book “Merrily I Go to Hell.” The practicability of our efforts waa 

1 BaWTANO, Lowxll, in Forum Magazine* Quoted from The Milwaukee Journal* 
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demonstattedby the fact that after publication a motion picture company bosght 
not tin book, bat the title. 

' What I am trying to say, in brief, is that Z believe a successful title could, at 
least by implication, be descriptive of the contents of the book and at the same 
tone pique the reader’s curiosity. Titles, like women, should, I think, have both 
gkunour and lure — lure, that is, for the pocketbooks of the readers. 

Despite the huge success of “Babbitt,” “Arrowsmith,” and now “Anthony 
Adverse,” I personally have a prejudice a'gainst name titles, except for biog- 
raphies. I have a feeling that most people have poor memories for names and 
that, similarly, few names are sufficiently distinctive and fitting to be coupled 
instantly with a certain individual. All of us, for example, have had the experi- 
ence of going to a social or business gathering, there to be introduced to a number 
of people in rapid succession. Afterward we try to classify the various people 
we have met and to attach them to their names. Unless your mind Works more 
accurately than mine, the result is a dreadful blur. But everyone remembers 
the girl in the red hat, the man with the horse nose, and the kiughing lady* That 
is why, visualizing the hundreds of books picked up in (shops, like-strangers 
awaiting an introduction, I prefer titles to challenge and hold the attention. 

Why Goods Are Packaged and Branded. — Identification is used 
chiefly as a means of establishing and maintaining a higher degree of 
control over prices, demand, and trade channels than might otherwise 
be possible. Many sellers attempt to get away from price competition 
through improving and standardizing the quality of their product, then 
identifying it by means of a distinctive package or by attaching to it a 
brand or name. This gives the seller an opportunity to talk about the 
good qualities of his product. He can use advertising or salesmen or 
both to carry his message to the consumers and to the trade. 

The manufacturer may be able, through advertising, to create such a 
desire for his particular brand that the buyer will call for it by name, 
or accept it without protest or argument when it is offered for sale by 
the retailer. When the consumer sees the package displayed in the 
dealer’s window or on his shelves, he may recognize the brand from 
advertising which he has seen in magazines and newspapers. If the 
advertising has been effective, the consumer will probably buy. It is 
easy for one satisfied customer to tell another about the product when 
he can call it by name. It is more difficult for an unscrupulous retailer 
to sell the customer an unbranded article or one of an unknown brand 
after, the purchaser once learns the quality of the established product. 

Branded merchandise of good repute tends to reduce the retailer’s 
selling costs because he can make more sales in less time. The customer 
is already “sold,” so the retailer does not have to consume his time or 
that of the consumer in trying to persuade him to buy. When goods 
are in package form the retailer does not have to take time to weigh and 
wrap, as is the case when selling from bulk. This is a convenience to 
both the retailer and the consumer. 
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I^teets the Consumer .—If the purchaserissatisfied with the product, 
he can reorder with fair assurance that the next purchase will be as Batts' 
factory as the first. Identification, then, may serve as a form of protec- 
tion to the buyer. When he purchases unidentified goods, he may or may 
not be satisfied. Unless he is an expert in judging the quality of the 
unbranded product, he will have to wait when he buys an unbranded 
article until he uses it before he qpn'judge its quality. 

The Development of the Practice of Branding.— The practice of brand- 
ing was probably initiated by manufacturers who desired to develop 
national distribution with the aid of national advertising. As is usually 
the case, the early users were highly successful. They were able to estab- 
lish a quality atmosphere about their products and secure the support of 
both the consumer and the trade. The package, in addition to identify- 
ing the product and carrying a valuable advertising message, may protect 
the product from vWe, spoilage, and dirt; it makes handling convenient 
and saves time. Piople are willing Jo pay more for an identified, pack- 
aged product of uniform quality than for the unbranded bulk product 
of uncertain qt&lity. Some firms which produce a number of products 
use an individual brand for each; other firms attach the same identifying 
feature to all. A few firms have grouped related goods in one line and 
applied the same brand to the group or “family” of products. 

In the course of time, however, manufacturers who identified their 
products tended to reduce the wholesaler’s and retailer’s margins on the 
basis that the national advertising of the producer was performing a 
larger portion of the selling activity; consequently, the merchants were 
doing less. With lower selling costs they were enjoying a wider margin 
at the expense of the advertiser. The manufacturer then wanted to 
dictate the resale price. These practices did not please many of the 
retailers. 

So irihny manufacturers, small ones as well as large ones, began brand- 
ing merchandise that if a merchant attempted to carry all brands, he 
found himself overloaded with great varieties of brands of the same 
kind and quality of merchandile. A number of manufacturers created 
ill will among wholesalers and retailers by resorting to what is known 
as “full-line forcing.” The producer had perhaps one or a small number 
of brands or articles which were well known and popular among the trade 
and consumers. He might bring out a new product, or there might be 
among his family of products some which were not wanted by the mer- 
chant or the consumer. The manufacturer would, however, bring 
pressure to bear on the merchant, virtually forcing him to stock the 
unknown or poor-selling product. Thus in order to get the good sellers 
he would have to take the slow sellers. Some merchants, both among 
wholesalers and large-scale retailers, attempted to meet the unsatisfactory 
situation by substituting, where possible, unbranded goods or their own 
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private brand for the manufacturer's identified products. They did this 
because the profit margin was greater and they trusted to their own 
*sales-promotional activities to secure volume* Some retailers used the 
nationally advertised goods as leaders offered at low prices to draw cus- 
tomers into the store, and then they attempted to sell some of their 
long-profit merchandise. 

Private Brands. — Wholesalers, son^e large-scale retailers, voluntary 
chains, and retail buying associations are active in adding to the confusion 
by placing so-called private labels on a great variety of products, especially 
in food and drugstore lines. The voluntary grocery chains and alliances 
are pushing their own private brands vigorously. The independent 
store owners who are members of these organizations see in these private 
brands an opportunity to secure the advantages of identified merchandise 
without paying such a large charge to the manufacturer. S|ome of the 
national advertisers in the food line sell unbranded^goods, Vhich later 
receive the private labels, to these f organizations. vThe orthodox chain 
stores have developed private brands, but are not pushing them as aggres- 
sively as the voluntary chains. They still stock a large proportion of 
nationally advertised goods. These chains probably feel that they will 
profit most by taking advantage of the consumer goodwill established 
by the national advertisers. 1 The large department stores and the mail- 
order houses depend largely on their own prestige and, to a limited extent, 
on private labels and national brands. They may own some factories, 
but typically buy their merchandise from relatively small producers 
who do not attempt to identify and advertise their goods. The large- 
scale retailers frequently buy some unbranded merchandise as well as some 
branded goods from the national advertisers. 

The Battle of the Brands. — The problem that confronts the retailer 
and the consumer when they buy is indicated by the following data on 
the great number of brands offered, on the dates indicated, by the retail 
stores of Milwaukee. 2 

In some instances as much as 90 per cent of total purchases were of 
one brand; in a number of instances tHe first choice brand accounted 
for two-thirds or more of total purchases. These facts suggest the small 
volume of sales the remaining brands are able to secure. 

The point has long since been reached where neither the retailer nor 
the consumer can hope to be able to know or remember all the brands 

1 Consult “ National Brands vs. Private Labels in Dealer Advertising,” published 
in The New Era in Food Distribution, June, July, August, 1930. 

Recent disclosures suggest that one important explanation for the friendly 
feeling of the large chains for the identified products of the manufacturers may be the 
large discounts allowed the chains by these manufacturers. 

* “Consumer Analysis of the Greater Milwaukee Market, 1988,“ The Jfttowd# 
Journal 
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in many important lines of merchandise. The degree of competition 
among the brands has become so intense that there is little doubt that a ; 
great amount of economic waste in the execution of the sales-promotiori 
activities exists. One can hardly see the justification for 10,000 brands 
of wheat flour or of 4,500 brands of canned com. There were, in 1927, 


Increase in the Number or Brands 1 


l — 
I 

Product 


Canned soups 

Bottled catsup 

Packaged tea 

Packaged coffee 

Wheat breakfast food'. 

Canned milk ? 

Wheat bread 

Baking powders. w 

Packaged bacon 

Prepared mayonnaise 

Regular milk (no. of dairies) 

Packaged cheese 

Packaged butter 

Toilet soap 

Soap powders and softeners 

Cigarettes 

Tooth paste \ 

Tooth powder 

Shaving creams 

Packaged macaroni 

Safety razors 

Razor blades 

Electric washing machines 

Electric refrigerators 

Radios » 


Number of brands 

1935 

1934 

1931 

50 

44 

21 

76 

63 

54 

82 

68 

70 

148 

127 

101 

29 

30 

26 

39 

37 

22 

27 

33 

36 

44 

58 

37 

31 

30 

24 

53 

46 

38 

. . . 

43 

28 



(1927) 

43 

48 

36 


162 

93 

86 

78 

65 


96 

77 

29 

27 

20 

99 

102 

76 

63 

47 

36 

100 

100 

73 

108 

95 

60 

37 

53 

24 

127 

119 

43 

141 

142 

110 

. . . 

49 

18 

254 

280 



1 There were at one time a* many a» 10.000 brands of wheat flour, 2,500 brands of perfume, 4,500 
brands of canned corn, 1,426 brands of toilet cream, 1,200 brands of face powder, and 1,000 brand* 
each of canned peaches, canned salmon, and tea being offered the consumers of the country. Actor* 
tiring and Sstfinp, p, 20, Noe. 2, 1027. 


seven different types of dentifrices sold under 402 brands, 164 of which 
were for pastes; yet, according to some estimates, one out of four people 
in the United States did not brush his teeth. 

When brands are multiplied to such an extent that there is little or 
D0 distinction among them, they lose much of their economic value. 
The consumer regards tire merchandise as about equal in quality despite the 
' lusty claims of the army of labelers. Competition, as a result, tends to 
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go on a price baas, qualitydeteriorates/the cost of selling goes up, and 
profits go down. 

* Salas Promotion by Mall. — The method of promoting sales by using 
mail communication has a number of distinctive features. It has also 
soma of the characteristics of the salesman and some of space advertising 
discussed previously. , 

Uses of Mail Communication. — This form of sales promotion is used 
(1) to ma ke sales directly, (2) to create and maintain goodwill, (S) to 
make adjustments and correct misunderstanding, and (4) to supplement 
other forms of selling activity. Thus letters may be used to introduce a 
salesman, announce his anticipated call, and to keep the prosbect inter- 
ested between the calls of the salesman. Mail communication is used 
to follow up space advertising by soliciting orders from the mdividual 
whose name was so secured; 1 by sending out, promptly and economically, 
the information promised in the advertising; and by siding house organs 
and other goodwill-building literature. It is used to mucate the salesmen 
and the dealers, to promote the proper use of dealer helps, and to dis- 
tribute samples. * 

Classification of Mail Communications. — The chief kinds of mail 
communication are letters, catalogues, booklets, house organs, mailing 
cards, broadsides, folders, blotters, and a large variety of novelties. 
Each form has certain peculiar features that make its use desirable under 
favorable conditions. 

The individually dictated letter, for instance, may be given a personal 
touch second only to that obtained by the use of the salesman. Per- 
sonalised form letters lose something of this personal tfiuch, but the lower 
production cost makes their use advisable when a large homogeneous 
group of prospects is to be contacted. The catalogue gives the seller 
much more liberty in presenting his sales story than the limitations 
imposed by newspapers and magazines allow. He can choose thS quality 
of paper, printing, and art work best suited to his needs. He can say 
what is best for his sales proposition in the most effective manner. The 
cost per sale finally consummated is probably less than that of space 
advertising. Picken estimates the cost of letters at 130 to 3100 per 
thousand. 1 The cost of selling by direct mail is said to depend largely 
upon the size, amount, and quality of material used. 

Characteristics of Mail Communication.^-The chief advantage of this 
form of sales-promotion activity is its flexibility. It can be designed and 
adjusted to fit special situations and the characteristics of a given group 
of prospects. There are, however, definite limitations to its use. The 

1 The names are received through the return of a ooupon, or a request for a booklet, 
folder, picture, or some bit of information which has been offend in the advertisement. 

rpaaow, J. H., Principles of SeUiny by MaU. 
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characteristics of Some product^ and services prevent the successful use 
of mail communication in making the sale, although it may be used to 
develop interest and secure inquiries. The letter, for instance, will 
sell only a fraction of the number of prospects that can be sold by the 
star salesman. A letter obviously cannot readily meet objections, answer 
questions, and otherwise adjust the jnessage to the whims and 

caprices of the prospect. 1 t 

The seller can control the circulation of his mail communication by 
constructing his mailing list according to geographical divisions and types 
of businesses, or by professional,' social, and financial groups. If the list 
is constructed carefully, and frequently revised there will be little waste 
circulation. 

The time when the prospect receives the message can be accurately 
controlled. The day of the week and, in many instances, the time of the 
day when the material will reach the prospect can be predetermined. 
Experience shows that Tuesday is perhaps the best day of the week for the 
mailing to arrive, as the recipient typically receives the least amo unt of 
mail on that day; consequently, he is likely to give more attention to 
each piece. The other days, in the order of their preference for receiving 
mail communication, generally speaking, are Wednesday, Thursday, 
Friday, Saturday, and Monday.* 

The following comparison, prepared by the S. D. Warren Company,* 
brings out the strong and weak features of space and direct or mail 
advertising. This comparison indicates rather strikingly how each may 
supplement the other. 

> 

Comparison or Certain Features or Space Advertising with Those or Matt. 

Communication 

SPACE ADVERTISING DIRECT ADVERTISING 


a. Circulation 


Inflexible. Mailing list is provided by 
the publisher. Advertiser must accept 
exactly the quantity offered. He cannot 
pick and choose except that he can select 
a magazine or a newspaper with a definite 
kind of editorial content, appealing to 
definite classes of readers. 


Flexible. The advertiser can select 
his own circulation or mailing list by 
communities, by businesses, by profes- 
sions, by social, or executive positions. 


b. Mailing Dates 

These are set by the publisher. These can be exactly suited to the 

work in hand. 


'Ibid. 

‘Class mi Industrial Marketing, p. 129, January, 1928, quoting Charles Dibin, 
ftaristant postmaster of New York City. 

* Bookltt 1, p. «, s. D. Warren Company, Boston. This oompany sells paper. 
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e. Timeliness 

, Glodng dates of magazines often pre- Items of immediate news interest can 
vent taking advantage of items of imme- be put into type and mailed while the 
diate news interest. The advertiser in interest is keen, 
the daily newspaper can use copy of imme- 
diate news interest. 


d. Unit o| S£>ace 

Advertiser must use the units of space This can be whatever size and shape 
determined by the publisher. seem desirable for the presentation of the 

subject under discussion. 


e. Printing Treatment 


The advertiser must be guided by rules This can be whatever is necessary or 
established by publishers regarding ink, desirable to promote the particular aub- 
type, and paper. ject being promoted. 


/. Cost per Unit 


( 


\ 


The per unit per reader cost of space 
advertising is low — especially when each 
one of the entire reader group is a possible 
purchaser, or influences possible pur- 
chases. 


The per unit per reader cost of direct 
advertising may be low or high according 
to the character of the mailing. On 
envelope enclosures and package inserts, 
where carrying charges are already paid, 
for instance, the per unit charge can be 
very low. 


g. Advertising Competition 

Magazines and newspapers carry ad- Direct advertising pieces usually are 
verUsing of competitors and of many other devoted exclusively to the business of a 
businesses. single advertiser. 

h. Information to Competitors 

In a space campaign the scope and In a direct advertising campaign, the 
character of the effort is usually apparent scope of the effort is not apparent to cora- 
to competitors. petitors. The list may comprise one 

section of the country or all sections. It 
may •comprise 100 names or 1,000,000 
names. 

Coordination of Salesmen and Mail Communication . — The experience 
of a hardware manufacturer will serve to illustrate how effective coordina- 
tion of salesmen and mail communication may reduce the costs of 
marketing. This producer found upon investigation that 72 per cent 
of his sales were secured in large cities, and 28 per cent from widely 
scattered small communities visited by his salesmen. Because of the 
high selling cost, he decided to discontinue sending salesmen to the small 
towns and confine his selling activities to the large cities. This did 
not produce the anticipated reduced costs. Other manufacturers were 
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apparently following a similar* plan. Salas in the cities increased, but 
lower prices, due to keen competition, reduced profits. He then decided 
to reenter the small-town market through mail communication and ’ 
continue (he use of salesmen in the large cities. Within one year the 
mail sales amounted to 42 per cent of his total sales and were secured 
at a cost of 4.05 per cent of sales against a cost of 10 per cent for the 
58 per cent secured by salesmen/ 

Chart XIV, on the following page, indicates how the Armstrong 
Linoleum Company coordinated certain elements of its sales-promotion 
activity. This plan shows how' effectively these various activities can 
be synchronized when the peculiar attributes of each are clearly recog- 
nized, and are used accordingly. 

Cooperative Sales Promotion. — The increased competition between 
industries, the situation .that exists when the products of one can be 
substituted for the, products of the other, has led to cooperative sales- 
promotional activities among manufacturers within an industry. The 
producers form what has come to be called an industrial institute. These 
organizations ‘frequently formulate and conduct national advertising 
campaigns for the purpose of increasing the sales of the products of 
the industry. The greeting card manufacturers, according to reports, 
increased their sales 400 per cent in six years; the Oak Flooring Bureau 
increased the sales of its product 800 per cent in a period of a few years; 
the American Face Brick Association expanded the combined sales 
of the manufacturers times in four years. Cooperative advertising 
has been effectfve in such widely different industries as sauerkraut, 
flowers, terra cott!i, wallpaper, citrus fruits, dairy products, bananas, 
brass and copper, and steel. This form of sales promotion has been 
chiefly educational in character. The objective has been to show how 
and why the particular product was of great value to other industries 
or to the consumer. The industries that have formed these institutes 


«l 


for cooperative purposes have typically been ones that have seen their 
own sales decline, or not grovj, at the rate anticipated, because of the 
popularity of the product of some other industry. 

Coordinating the Elements of Sales Promotion. — Successful market- * 
ing depends upon carefully selecting and properly balancing the instru- 
ments of sales promotion. If overemphasis is placed on the use of some 
and others are largely ignored; if they are employed at the wrong time 
and place, or in an ineffective manner, costs are likely to rise unduly. 
The best planned and executed sales-promotion campaign cannot, 
however, stimulate an appreciable sales volume over a long-run period for 


1 Advertising and Selling, p. 22, Jan. 12, 1930. A large manufacturer of overalls, 
located in Wis consin , succeeded in reducing his selling costs by following a somewhat 
Bwailar plan. 
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Chart XIV . — An illustration of coordination in sales promotion. ( Booklet 2, p. 35. 3. D. Warren Company.) 
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a product without merit or one for which the' public has no natural or 
acquired desire. 


The operation of a plan that coordinates salesmen, space advertising, 
mail communication, dealer helps, window and counter display, and 
outdoor advertising is illustrated by the following quotation . 1 The 
ideal, according to tjiis statement, is 

1. To have a possible customer* p^k up a magazine or newspaper, read the 
seller’s advertisement, be impressed with a need for the product. 

2. To have the prospect receive about at that moment a folder or booklet 
from his or her favorite retail dealer, telling the advantages of this same product. 

3. To have the prospect go down to the dealer’s store, be reminded again of 
this same product by a sign on the window or a display of goods in the window. 

4. To have the dealer's clerk suggest to him or her the purchase of this 
product, pointing out its advantages and merits. 

5. To have the 'prospect buy the product and take it home, and on opening 
the bundle or package, find an insert rehearsing the story of the product and its 


uses. 


6. To have#the prospect, after reading this carefully, go out and boost the 
product tnfriends. 

7. To nhve the prospect and friends of the prospect use and reorder the 


product. ^ 
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Questions for Diwmsiiorf 

1. What is meant by the term safes promotion? Compare and contrast the 
characteristic features of each selling activity included under the heading, sales 
promotion. 

2. What is the relation between mass production and mass distribution? 

3. “ In general, it may be said that the efforts to improve personnel in distributing 

houses, whether they are wholesale or retail, fall into three general groups: (a) the 
devising of a bonus or premium system by which an addjaonal wage is made an 
incentive for increased sales effort, (5) educatjpn^or the purpose of raising the standard 
of ability of employees, (c) the standardizatior of instructions for the purpose of 
reducing error, such as is to be found in manure and books of instruction for sales- 
people/* Does society receive any benefits from these educational activities of 
business? I 

4. 44 The mere fact that the institution is large, and that the number of employees 
is too great to make personal contact with the employer possible, introduces\another 
group of problems. Even more important than this, from a marketing point bf view, 
is the fact that in such institutions selling costs, and particularly, sales wages, tend to 
rise year by year more rapidly than they do in smaller concerns.” What are the 
causes of this situation? How does this fsct affect the administrative task of the 
large-scale seller? 

5. “ The principal requirement is that those who conduct the aple shall possess 
certain fairly well-defined qualities which go to make up the good salesman” What 
is a “good salesman”? What are the “well-defined” qualities? How does a person 
obtain these qualities? 

6. “The main problem is to find salesmen who can sell goods and *nen pay them 
enough to make it worth while for them to stay with the concern.” I^it as simple as 
this statement implies? Justify your answer. 

7. Some department stores place great emphasis upon establishing good relations 
!p with the public. How is this activity connected with the sales problem? 

8. How do you account for the fact that the use of advertising'as a sales-promo- 
tion device has been more severely criticized than has the use /i salesmen? Which 
device, do you think, is more expensive? Which is more likely to be abused? Why? 

9. “ . . . advertising is waste. The millions that have gone into it might 
better have been used in ways that would be constructive. In justice to the people, 
the tremendous amounts of money that are spent in advertising ought to passed 
on to the consumers, either in the form of lower prices, or in the form of more ade- 
quate values/’ Examine this quotation in a critical manner, and then state your 
opinion as to its correctness. 

10 . “ AH national advertising tends to create f icious chains in which the increase 
in national advertising appropriations by manufacturers tends to increase the price 
level of all goods.” Do you agree? Justify your answer. 

11. “ For purposes of showing its economic status, advertising may be divided 
into two main classes: (a) advertising in which all concerned in the process in which 
it is used regard their part in the advertising process as a legitimate factor used legiti- 
mately for legitimate ends, and (6) advertising in which either the seller of advertising 
or the user of it is using it for desired results without strict regard for the welfare of 
the other parties to the process, the consumer being regarded as being included in the 
process. Roughly speaking, this type may be divided into three classes: (1) where 
those paid for the advertising are victimising the advertiser, (2) where the advertiser 
hi victimising the consumer, and (3) where advertising is used for political purposes or 
for raising money for unjustifiable ends.” Evaluate these statements. Cite exam- 
ples from your own observatipn. 
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12. “The gredtemereaaf in the axhount of advertising in the past half century and 
the apparent Prosperity of most companies that have advertised persistently ma y he 
accepted as evidence that advertising benefits those who use it.” But are they 
profits offset by the losses of others? Is our $2,000,000,000 annual expenditure for 
advertising a tax upon the public? And if wholly or partly a tax, does it benefit 
society enough to justify it? In short, does advertising make for public welfare? 

13. “Advertising, if ft is successful, enables the advertiser to increase the proposi- 
tion of business which hi does and to decrease the proportion of business which 
competitor does, but it cannot increas^ or^decrease the total amount of business which 
is done by all of them.” Analyze this quotation. Does it correctly state the case? 

14. Compare and contrast publicity and advertising. 

15. What are the various methods of identification used in marketing? What is 
the purpose, in general, of using identifying features? 

16. “The consumer has a right to know where and by whom the goods are pro- 

duced and the producer has a right to have his name on his own goods.? Do you 
agree? Justify your answer. How would the exercise of such rights affect the use 
of private brands? , , 

17. * 1 Brand specification, as the term is used by advertising men, describes the 
habit of buying by specifying a brand. Standard specification, on the other hand, 
may be described as the specifying of established standards in buying.” Brand 
specification substandard specification “are really diametrically opposed.” Do you 
agree? Justify your answer. 

18. Why^have some wholesalers found it advisable to develop their own brands? 
Upon what t/pe of goods do wholesalers usually place their private brands? How 
does the use of'lfche brand by the wholesaler affect the price and the quality of the goods? 

19. “Branch protect both the consumer and the manufacturer or distributor.” 
How is this possible? 

20. How liaX the increased use of brands affected marketing problems? Have 
the interests of ffye consumer been adequately safeguarded in the mad scramble toljj 
use more and more^brands? How has the cost of marketing been affected? 

21. Explain the Altitude of the manufacturer, the wholesaler, and of the retailer 
toward branding. 

22. “The irrationality of consumers and their susceptibility to suggestion in 
their consumption provide an opportunity for the individual business man to increase 
his sales jhrough aggressive advertising and salesmanship.” What of it? 

23. “ Much sales effort is concerned with lessening the utility of goods which are 
already possessed by the consumer. ” How is this done ? Is the practice economically 
justifiable? Why? 

24. “The problem is how to mobilize the potential market; how to convert mere 
desire into active demand; how to enable it to enter the market place and make the 
market absorb all that we can ever produce.” How is the problem bring met? Is 
this the best method? 

25. “What a healthier and happier nation ours would be if the number of artists, 
physicians, fanners, and mechanics were increased, and the number of salesmen and 
clerks decreased. ” Do you agree ? What point of view is indicated by the quotation? 
How could this be accomplished? What would be the effect? 

26* * * Unfortunately, the pressure upon the producer to sell is so much greater 
than the capacity of the consumer to buy that high-pressure methods of selling have 
invaded pretty nearly every industry.” How is the term “methods” used in this 
statement? W hat is the economic effect of this condition? What specific forms have 
these high-pressure methods taken? 
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1. Problem 3, p. 680. 

* 2. Problem 1, p. 400. 
Salesmen. 

8. Problem 1, p. 614. 
4. Problem 2, p. 686. 
& Problem 1, p. 681. 
& Problem 2, p. 666. 

7. Problem 1, p. 660. 
mark. 

8. Problem 2, p. 663. 


Assignment * 

680. Bigelow Furniture Company — Salee Promotion. 

400. Glenrock Manufacturing Company — Method of Paying 

614. Touraine Company— Advertising. 

686. Sucrosa Sugar Refining Company— Advertising. 

681. California Fruit-Growers’ Excha nge — Sales Promotion. 
666. Hillary, French & Company — Private Brands. 

S69. Ostend Pork Pro&ucte Company— Use of a Blanket Trade- 

663. Sheridan ChemicalsrCompany — Use of Trade-iparks. 



CHAPTER XIX 


PROBLEMS OP i fjrRICULTURAL COOPERATIVE MARKETING 

Purpose of this chapter: To survey Ibe extent and analyze the causes of tile 
growth of agricultural cooperativetoarketing, and to examine some of the major ' 
problems of organization and operation. 

» 

The organization of cooperative associations by farmers for marketing 
purposes has grown steadily since 1918. The substantial and extensive 
development gives strong support to the contention that the agricultural, 
cooperative movement is- economically sound and so cially desirable. 

A fanners’ cooperative marketing association is an organization set up for 
the purpose of selling farm products and returning to producer members their 
full share of the money paid for the products by consumers. Farmers come 
together form cooperative marketing associations chiefly to get more for 
their produfys than they are paid by private buyers. 1 

The farners’ cooperatives are concerned with marketing farm prod- 
ucts, purchi sing farm supplies, providing credit and finance for the 
production md marketing of farm products, and furnishing telephone 
service, electro current for light and power, water for irrigation purposes, 
transportation ^rvice, and insurances at cost. 

Farmers show more interest in the cooperative movement during 
periods of low prices. Although this type of organization has enjoyed 
its most rapid growth 6ince the war, it had been developing slowly and 
intermittently for a century or more prior to this period. Since the 
cooperative movement in the United States has been influenced to a 
considerable extent by the success of the Danish cooperatives, we dial! 
survey briefly some of the experiences of Denmark. 

The Danish Cooperative Movement. 1 — The Danish movement, 
unlike the English, started among the farmers. The idea first found 
expression through the cooperative credit associations established about 
the middle of the nineteenth century. Cooperative retail stores were 
organized in 1866; the first creamery was started in 1882, and the first 
bacon factory came into existence in 1887. 

1 “Cooperative Marketing of Farm Products— The Story of American Farmers’ 
Marketing Organisations,’’ p. 1, Federal Farm Board, BtdL 10, 1932. 

'The data on the Danish cooperative movement is adapted from “Agricultural 
^operation in Denmark,’’ U.8. Department of Agriculture, Bull 1268, prepared by 
Chris L. Christensen. 
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The ,<$optMttitivni plan lias x^re intounvely in Denmark 

% than in. any otfier country. The membership comprises more than 205,- 
' Q00 fanners, approximately 85 per cent of the total number in the country. 

There were more than 5,000 associations in operation in 1920. A Danish 
^ farmer sometimes belongs to as many as eight or ten associations. 

! Conditions That Promoted Cooperation . — The people of Denmark were 
' plastically forced into fanning becafise of the lacF of fuel, power, and 
ini^ral resources. The country suffered severe economic reverses due 
to wars with Germany during the mid/lie of the nineteenth century; 
decreased fertility of the soil, the resulf of continual grain production; 
ykri tit the low European prices of agricultural products, the result of the 
.great exports from America. The people wisely decided to shift from 
grain farming to animal production. The trouble with Germany caused 
the Danish farmers to look toward Great Britain as a market for their 
flutter, bacon, 1 and eggs. The production bf animal products for 
export required capital, which could be more easily secured through 
cooperative effort. The export market demanded high-grade products 
of uniform quality; cooperative effort seemed to offer the best way of 
providing these requisites. Today farm products are markete^coopera- 
tively, supplies are purchased cooperatively, bacon and nutter are 
produced in cooperative plants, and credit is secured from /cooperative 
banks. The cooperative creameries sell much butter directly to other 
cooperative associations, for instance, to the English Consurf ere* Cooper- 
ative Wholesale Society, Manchester. f 

Various groups of cooperatives have formed federati/ns for general 
service purposes. A central organization, the Feden^oed Cooperative 
Association, was organized in 1917. It comprises sixteen cooperative 
federations and large cooperative enterprises, such as the Danish Cooper- 
ative Bank. Its policies and activities are directed by the Central 
Cooperative Council, which is made up of representatives from the 
various cooperative federations. 

The Elements of Danish Cooperation . — There are certain definitely 
defined characteristic features common t* all the Danish agricultural 
associations. They are strictly business organizations developed 
independently of state, political, religious, and social-class point of view. 
They receive no financial rid from the state. The organization of an 
association depends upon the assurance that there is enough business 
available to permit economical operation. There is no attempt to 

1 Hogs are raised to utilise the large quantity of skimmed milk that oomes from 
fibh creameries. The bacon-type hog is produced so as to meet the tastes at the 
ffa g fish market. The Danish practice furnishes an interesting illustration of the 
profitable utilisation of what otherwise would be a waste product. It also shows how 
the fanners have adjusted their production to meet the demand of the market. 
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membership. Approximately 20,900 cooperative associations duriagthe 
crop year 1933-1934 had an estimated membership of 3,156,000, and 
did an estimated business of $1,365,000,000. There were in 1933 approxi* 
mately 4,817 associations with a membership of 1,072,350 that did a 
business of $372,030,000 in the West North Central division of the 
United States, and 2,971 with a membership of 8M,430 with estimated 

Ta?lb 84. — Number of Farmers’ Marke^ng and Purchasing Associations, 
Estimated Membership, and Estimated Business, by Commodity Groups, 
for the Uniteii States* 

T . , t L Estimated Estimateji business, 

AjlStea membership* in $1,000 

Commodity group _± 

1933 | 1934 1933 1934 1932-1933^933-1934 


Cotton and cotton products 

274 

250j 

200,000; 

200,000 

42,000 

100,000 

Dairy products 

2,293 

2,286 , 

r 724,000 

757,000 

! 390,000 

380,000 

Forage crops 

33 

32 

7,800 

7,600 

, 1,500 

1,800 

Fruits and vegetables 

1,268; 1,194 

170,000 

185,000; 

i 2cn,ooo 

182,000 

Grain* 

3,131 

3,178 

600,000 

600,000 

1 280,009 

f 285,000 

Live stock 

1,576 

| 1,371 

440,000 

410,000 

182,050 

162,000 

Nuts 

65 

57 

17,500 

15,000 

8/00 

11,500 

Poultry and poultry prod- 





c 


ucts 

154 

147 

78,000 

| 73,000 

5»000 

48,000 

Tobacco 

20 

16 

60,000 

46,600 

$;500 

5,500 

Wool and mohair 

115 

120 

62,000 

63,800 

,000 

13,700 

Miscellaneous selling 

424 

401 

98,000 

106,000 

I /7,000 

23,500 

Miscellaneous buying 

1,648 

1,848 

542,700 

692,000 

140,500 

152,000 


Total. 1,000 0,9003,000,00013,156,0001,340,00011,306,000 


* Adapted from Yearbook of Agriculture, p. 738, 1035. 

1 Including independent local associations, federations, large-scale centralised associations, sales 
agencies, and independent service-rendering associations, but not subsidiaries nor associate fto* renting 
unsold property. 

* Including members, contract members, shareholders, shippers, consignors, and patrons. 

1 Including dry beans and rice. 

• 

business of $317,110,000 in the East North Central division. These 
two sections accounted for more than 50 per cent of the number of associa- 
tion memberships and of the volume of business. 1 Some of these associa- 
tions are local units engaged in assembling, processing, manufacturing, 

1 hi 1929 there were approximately 12,000 cooperative association, with a oom- 
binad membership of about 3,000,000 farmers, doing an annual business of approxi- 
mately 32,600,000,000. Fart of the decline by 1933-1934 in number of associations 
mu doe to eoatoHdotion of tmaUer groups to form huger ones; the decline in dollar 
dta&cfty to the {ah in prices. It was estimated that about 2 , 000,000 

j^^TTrr^o ! wen mem ^ Maa of MMocistiom; mome /lum en botouf to tnoft then 


PROBLEMS OP AGRICULTURAL COOPERATIVE MARKETING Oil 

grading, packing, and shipping the products of the farmer. Recently 
there has been a decided trend toward grouping the local unite into* 
federated- groups, with large central agencies which sell the products 
in the terminal markets and establish standards for grading and packing. 
There are approximately 200 large-scale cooperatives in the various 
commodity groups, .which do more than one-third of the cooperative 
business. The formation of large-scale centralized commodity coopera- 
tives was greatly accelerated during 1930-1932 under the aggressive 
leadership of the Federal Farmfeoard. 

Reasons for Growth of CoopeiVtives in the United States . — Cooperative 
associations in this country were organized, as were those in England and 
Denmark, to overcome certain handicaps. The farmers were dissatisfied 
with the prices they were receiving for their products. Prices were low, 
partially due to over-production which resulted from the rapid settlement 
and exploitation of the fertile lands west of the Mississippi River. The 
middlemen retained a larger porticyi of the final price than the farmers 
thought they were entitled to, and railway rates were excessive and 
service frequently discriminatory. Competition among unorganized 
producer^iuring periods of over-production usually drives prices much 
below the Aulk-line cost of production. The originators of the coopera- 
tive movem.yit were searching for a device with which to overcome these 
handicaps. 

The Rate if Growth in the United Stales . — The first cooperative cheese 
factory in thV United States was organized in Oneida County, N.Y., 
in 1851; by 18^ there were 500 producer-owned cheese factories in New 
York State alone, .juid by 1869 there were more than 1,000 in the United 
States. The first cooperative creamery was organized in Orange County, 
N.Y., in 1861. The first carload of live stock, hogs, shipped by a live- 
stock shipping association was from Superior, Neb., in 1883. It was not 
until 1894 that the second cooperative shipping association was formed; 
this one was organized by a group of Iowa farmers. The movement, 
however, did not really get under way until 1914. 

One of the first cooperative fruit associations was the Fruit Growers’ 
Union and Cooperative Society of Hammonton, N.J., which was formed 
in 1867 and continued in operation for thirty years. The citrus growers 
turned to cooperation for a solution of their difficulties in the early 
nineties. The growers believed that they were receiving too small a por- 
tion of the consumer’s dollar. The middlemen controlled the situation 
cud paid such low prices that the industry was facing ruin. The growers 
decided that the solution lay in devising a method that would permit 
th«n to receive the price p aid by the jobber less only the cost of transpor- 
tation and handling charges. The plan of cooperation wb ch they dervel- 
oped and their method of operation proved highly satisfactory. 
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The first cooperative activity among *the prune growers appeared in 
1900. This attempt was short-lived due to the competitive practices of 
the large prune packers. The next attempt was made in 1917 when the 
California Prune and Apricot Growers’ Association was organised. 
This association was planned by non-farmers, but foUowed sound coopera- 
tive principles. The association suffered severe reverses in 1920 and 
1921 due to a mistaken policy based on the belief tprt it could fix prices. 

The raisin growers, due to the highhanded practices of the packers, 
brokers, and dealers, were facing ruin iptil they turned to cooperation 
in 1913. A market analysis was mad 4; the product was standardised, 
packaged, branded, and advertised nationally. The result was a great 
increase in sales. The association was successful in securing higher 
prices for the growers. The high prices secured in 1919 and early 1920 
led to charges that the association was a monopoly acting in restraint of 
trade. The federal government brought suit against the organization 
and ordered it to change some of ^ts practices. When the deflation 
erf 1921 appeared, the situation was changed. The growers realized 
that they could not permanently fix prices. High prices had led to 
greatly expanded production; the natural result was a dragne fall in 
prices. The present policy is to control production and jib promote 
efficient operation. 

Cooperation among the cotton growers did not appeal - until 1920 1 
when the Oklahoma Cotton Growers Association was jjbrmed. The 
success of this group caused the growers in other cotton^rowing states 
to follow the plan. A comparatively small percentage ob&ie total cotton 
crop, however, was marketed through cooperative associations during 
1927 and 1928. The early cooperative leaders centered their attention 
on limiting production and on fixing prices. They were not successful 
in either. The cotton growers are dissatisfied with the existing system 
of marketing. They, in common with the grain farmers, have ifbt been 
receiving prices c omm e ns urate with the costs of production. 

The Use of the Cooperative Marketing Machine. — While it has been 
truly said that the essence of cooperation is the spirit and not the form, 
and that the type of organization is merely a means to an end, yet the 
structure and the operation of the vehicle that expresses this spirit are 
vital. The end may not be attained if a suitable means is not employed. 
The advantages and the limitations of this marketing agency should be 
carefully appraised. If this appraisal shows that the particular form of 
group action commonly designated as cooperation should be employed, 
then the type of organization best suited to the temperament and needs 

1 The granger movement had brought about a certain amount of cooperative 
marketing along with He other activitiee, but this ceased with the decline of the 
grange. 
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of ti»® members, the nature of the product, the scale mwi of 

production, and the nature of the demand should be developed. 

A cooperative association can operate effectively for marketing pur* . 
poses with the staple commodities when the total volume of production 
is large enough to permit economical handling; when grading and 
ardisation are possible and desirable; when certain transportation,’ 
storage, and financingifacilities are operated against the best interests 
of the producer; and when the Available marketing agencies become 
unmindful of the economic inteiests of the producer. In short, there 
should be a definite need for theeervices a cooperative association can 
effectively perform. 1 

The cooperative organization tends to reduce competition among 
fanners when selling their products. They sell as one group instead 
of selling as individuals, thus strengthening their bargaining position. 
The cooperative association secures certain advantages that go with 
large-scale operation and integration^ It may act as a selling agent for 
the farmer; find him a buyer; furnish him with reliable market informa- 
tion; promote the establishment of standards, the practice of grading; 
and furnisK, storage, inspection, insurance, and financing services on 
better terms \fhan can be secured from private sources. The live-stock 
cooperative shipping association, for example, assembles and ships 
the live stock of the farmer at cost. Marketing costs of fruit and vege- 
table producer! have been reduced and cash returns have been increased 
by having the collecting, grading, packing, distributing, warehousing, 
financing, and seeing of their products performed by cooperative associa- 
tions. The management of the association is in a better position than 
the individual farmer to adjust shipments to day-to-day or week-to-week 
market demand. Some of the cooperatives have so graded and stand- 
ardized their products that they can identify and advertise them. Effec- 
tive coojferative advertising is being carried on by producers of citrus 
fruits, English walnuts, cranberries, and dairy products, e.g., Land 
O’Lakes butter, Diamond walnuts, and Sunkist and Sealdsweet oranges. 

One of the most important services a cooperative performs is in passing 
back to producers accurate knowledge of what consumers want as to quality 
and quantity of products. So long as the producer receives “hog-round'’ prices 
for cotton, “mine-run" prices for eggs, or sells butter at the same price regardless 
°f quality, there is little incentive to improve quality. Cooperatives enable 
producers to receive prices that are based on grade, quality, and variety so that 
they can afford to {dan intelligent production programs in keeping with, 
demand. 1 

Limitations to the Effective Use of Cooperation . — There are, however, 
cer tam decided limitations to what can be attained. Farm products 

1 Federal Farm Board, Bull. 10, p. 3. 
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that cannot readily be etandardized,and those produced hi email amounts 
by widely scattered producers, cut probably be marketed more economi- 
• cally through private agencies. A cooperative association cannot fix 
prices unless it can control production. This is extremely diffic ult to 
accomplish. The A.A.A., together with the droughts of 1833 and 1934, 
succeeded, but aroused a storm of ( criticism frorrA urban consumers and 
many other interested or affected groups. The association may eliminate 
marketing functionaries although* i# cannot abolish functions. Its 
chances of reducing the costs of marketing below those of the independents 
depend largely upon more efficient operation. Success is limited by the 
degree of loyalty displayed by members and the grade of management 
exercised. The small local cooperative association is at a considerable 
disadvantage when compared with the large federated and cehtrahsed 
cooperatives. Other possible limitations to the activities of cooperative 
associations are the desire of people to save by performing certain Services 
for themselves, the possibility of ^he state entering the business field, 
and the development of greater efficiency and superior management on 
the part of private enterprises. 

The division of cooperative marketing, Federal Farm Boffd, warned 
the farmers not to expect the impossible by citing “ what/cooperatives 
cannot do for farmers.” 1 For example: 

1. The price a cooperative may obtain is limited by economic conditions 

over which the association has little, if any, control. Any organization can set 
a price on its commodities, but in order to sell all of its sup w, prices must be 
such as economic conditions justify, or low enough to move-xhe given quantity 
into consumption. , 

2. Cooperatives cannot entirely eliminate middlemen. 

3. It is not always possible to obtain the cost of production for the products 
of each individual farmer or even for the products of the average farmer. 

4. Cooperatives can not always get more for the products of its members and 
patrons than can be obtained by those who do not sell through cooperatives. 

& They cannot sell poor quality products for premium prices. 

6. They cannot succeed without loyal support of members. 

7. They cannot succeed without good management. 

Types of Cooperative Organizations . — During the course of develop- 
ment different types of organizations have emerged. The first type was 
the local organization which was formed by a relatively small number of 
interested producers, or workers, as was the case in Rochdale. The 
local agricultural cooperatives perform such marketing functions as 
collecting, grading, packing,, and shipping the products, and purchasing 
supplies for the members. They are limited, however, in the character 
of services they can perform. They cannot afford to brand and advertise 

1 Bull. 10, op. e it., p. 9. 
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their small output; they cfcnnot economically provide terminal market 
warehouse facilities and selling organisations; they cannot hir e the 
highest type of managerial ability because of limited income; and they* 
cannot maintain strong research, claims, and purchasing departments 
because of the high dpr unit overhead costs which are due to the small 
volume of business. A % 

The tendency siriAe 1925 has been for the membership and the 
volume of business to Increase mfcro rapidly than the number of assoeia* 
tions. The cooperative units, \n other words, are tending to grow 
larger. The size and characteristic organization of a cooperative 
association is determined by thelnature of the product, the size of the 
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CH4BT XV. — Federated organisation. ( Federal Farm Board Bull, 10, p, 18.) 


producing area, the methods of production, harvesting, collecting, 
transporting, storing, financing, packaging, identifying, and selling. 
The objective is to reduce services and costs to only the essential ones, 
and to eliminate excess profits of middlemen; to give the producer a 
more satisfactory cash return and the buyer better quality at a reasonable 
price. 

The Federation. — The limitations mentioned above tended to promote 
federation. Under the federated plan the locals are grouped into district 
organisations, and these in turn are united into a large and powerful 
central s elling org aniz ation. These large organizations remain demo- 
cratic inst itutio ns since the control remains largely with the locals. 
The federation depends on education, personal contact, and services 
satisfactorily rendered, rather than on laws and courts, to keep the 







m 


MMX fVNDAMKtitAL *MJUmMTimPIt&BL8m 

support and patronage of the member^. This type of organization is 
especially well suited for staple products that can be standardised and 
.can be marketed best through centralised marketing systems and still 
retain the local organizations. Two outstanding examples of this type 
are the California Fruit Growers’ Exchange arid, the Land O'Lakes 
Creameries, Inc. Chart XV illustrates the f ederatfd type of organization. 

The California Fruit Growers’ Exchange is & non-stock, non-profit 
association with approximately 1 1 ,500 ^adividualwnembers, all of whom 
are citrus fruit growers. These meirmers are grouped into 201 local 
packing-house associations, which in tkm are combined into 23 district 
exchanges. Each of the district exchanges elects a representative as a 
member of the California Fruit Growers, Inc. Sales by this organization 
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Chabt XVI. — Centralised organisation. {Federal Farm Board Bull. 10, p f 10.) 


account for about three-fourths of the total California citrus fruit 
sales. The exchange has a nationwide sales organization which main- 
tains a contact with 2,500 jobbers and 300,000 retailers. 

The Land O’Lakes Creameries, Inc., has about 465 member cream- 
eries averaging 200 dairymen per creamery, or a total of 92,000 producers. 
Sales for 1929 probably exceeded {50,000,000. 

The Centralized Cooperative Association. — Another type of coopera- 
tive organization is the centralized form developed by the cotton growers, 
fluid-milk producers’ associations, and the prune and apricot producers. 
There are no associations of local growers; the producers belong individu- 
ally and directly to the central association. Chart XVI illustrates this 
type of association. Since these associations cover wide areas and may 
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tfaouian ds of members 1 , close personal contact is impossible. Long* 
term -contracts and strong penalties for violation of the terms are used, 
in addition to the benefits derived from cooperation, to keep the support * 
of the members. These organizations take title to the product as soon 
as it is delivered. Th| association assumes full responsibility for market- 
ing and determines “when to sell. 'Jhe products of the entire area are 
usually placed in one Aool. The management of the centralized type of 
cooperative organization assume^ greater responsibilities and exercises 
greater control than the federated type. It relies more on contracts, 
liquidated damages, and the use «f the courts than the federations. 

The centralized form has been used more frequently with products 
that are difficult to grade and standardize, and that are marketed throu g h 
decentralized exchanges. The goal of the federation is increased effi- 
ciency in marketing. The goal of the centralized type seems to have been 
price fixing through monopoly control. Recently there seems to have 
been a change in policy on the part cjf the latter group. They are striv- 
ing more and more for efficiency in marketing, and are placing less 
reliance oji thediope of being able to fix prices. They are also promoting 
the organisation of local associations so as to exercise through educational 
efforts a greater degree of personal control over the members . 1 

Any of these types of cooperative associations may be organized on a 
stock or on a non-stock basis. Which plan is used depends upon the 
need for capital, whether it is decided to raise these funds by selling stock 
or by some oth^r method. The associations organized on a non-stock 
basis typically use subsidiary corporations to own and operate processing 
plants. t 

Problems of Organization and Operation . — Since the success of any 
cooperative movement depends upon so many factors, the organizers, 
executives, and members should be thoroughly familiar with the pos- 
sibilities *and the limitations of this marketing device. The legal, 
economic, social, political, and management prerequisites should be 
carefully examined and complied with. The organizers should be sure 
that adequate volume of business 2 is available, that sufficient capital 

* There are two general classes of fluid-milk associations; the bargaining type, 
which makes contracts with distributing agencies and guarantees payment to the 
producers; and the operating group, which collects and distributes the milk. The 
latter may perform all the services of the first, since in its operation it must find 
markets and arrange terms of sale. U .5. Department of Agriculture, Circ . 94, pp. 10 ff. 

* It was estimated that a cooperative elevator, for example, could handle wheat at 
a cost of 6 emits per bushel if the volume was 100,000 bushels annually; the cost 
would be reduced to 4 cents if the volume were 200,000 bushels. Local cooperative 
creameries should have a volume in excess of 200,000 pounds of butterfat annually; 
ft® centralised type must have a much larger volume, “probably 1,000,000 to 2,000,- 
OOG pounds.*' Federal Farm Board, Bull . 11. 



m 


was FVNmMWT/&*MmsxTim mm&m 


for permanent facilities and current funds east be advantageously secured, 
that efficient and capable management can be provided, and, last but 
• not least, that the membership will give loyal support* State and federal 
cooperative marketing laws should be carefully followed. 

The Capper-Volstead Act, for example, provided that: 

1. The association must have only producers ai voting stockholders or 

members. % \ [ 

2. It must be operated for the mutual bbnefit of its members. 

3. It must be engaged in interstate andror foreign commerce. 

4. The association must not deal in the Products of nonmembers to an amount 

greater in value than those handled by it for members. j 

5. One of the following requirements must be met (it is preferable to include 

both): \ 

(a) Each member or stockholder shall have only one vote; \ 

(b) Dividends on membership capital or stock shall not exceed 8 per pent 

per year. , \ 

If a cooperative association meets the conditions specified in the Federal 
income-tax statute and regulations, it is exempt from the payment of income 
taxes. The conditions of this statute are not identical with the conditions of the 
Capper-Volstead Act. Hence, in order to secure exemption from federal income 
taxes it is necessary to meet not the conditions of the Capper-Volstead Act 
but the conditions of the Federal income-tax act, 1 


One might be justified in contending that a good beginning comprises 
at least half the requisites for success. The type of information needed 
to furnish a sound basis for determining whether a good beginning is 
possible is indicated in the following outline designed *to aid the organizers 
of dairy cooperatives in making a survey of local conditions. 2 

History of Cooperative Efforts 

1. What cooperatives are operating in the vicinity? # 

2. How long have they been organized? 

8. Have their operations been successful? 

4. What is the attitude of their members? .(satisfied, loyal, dissatisfied, disloyal). 

5. What are the reasons for the attitude of the members? 

6* Have any dairy cooperatives failed in this or near-by communities? 

7. If so, what were the reasons for failure? 

Associations Handling Milk and Cream fob Manufacturing Purposes 

1. Production. 

а. Estimated daily production of butterfat sold locally, pounds. 

б. Estimated daily production of butterfat shipped, pounds. 

e. Number shippers selling cream in territory. 

d Seasonal variations in production. 


'Ibid, p. 2. 

* Ibid., pp. 6 ff. 
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% Types of service now available.# 

Are there any cooperative creameries operating? 
h. What other means are available for sale of butterfat? 

1. local commercial creameries. " * 

2. Cream stations. 

3. Direct shipment. 

3. Facilities. \ 

a. Can satisfactory facilities be leased for a time? 

b. If so, on what teipas? . 

c. If facilities cannot be leased, <etiri?ate cost of building and equipment needed. 

4. Flan of financing operations. \ 

cl. What capital is needed and Apr what purposes? (organization, buildings, 
equipment, other investmeilfs, operating capital). 

b. How is necessary capital to be raised? 

c. How much can be secured from producers? (in cash, as notes). 

d. How much can be secured from local business men and other nonproducers 

through sale of preferred stock or other securities? 

e. What is attitude of local banks toward giving assistance to association? 

5. Operations. 

a. Attitude of members regarding pooling of products. 

b . Will m^pbers require payment in full at the time they deliver cream or will 
% they be satisfied with a small advance payment? 

Quality. 

o. Is cream paid for according to quality? 

1. Differences in price between No. 1 and No. 2 cream. 

2. Can cream be paid for on the basis of its quality? 

3. Estimate probable amounts of No. 1 and No. 2 cream. 

Market. 

а. Where will the various products be sold? 

б. Can local market be developed for butter, cheese, and other products? 

c. Can the association advantageously join a cooperative sales agency? 

d. What are transportation costs to terminal markets? 

e. What grade of product can be produced? 

Estimated price that could be paid for butterfat. 

а. Average price, on Chicago and New York markets, of butter of grade to be 
manufactured, cents. 

б. Add 23 per cent overrun to New York or Chicago price, cents, 
e. Chicago or New York price plus 23 per cent gives butterfat price, cents. 

<L Deductions: • 

1. All association’s costs of operating reduced to a cost per pound basis, cents.' 

2. Add 23 per cent to get butterfat cost, cents. 

3. Freight per pound of butterfat, cents. 

4. Add for reserves, cents. 

Total costs, cents. 

e. Estimated price which can be paid for butterfat, c — d, cents. 


6 , 


7. 


Associations Handling Fluid Milk 

Prepare a map of territory showing where fluid milk is produced for market. 
X* Present market for milk. 

a. How many distributors are in the market? 

b. What is— 
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L Total quantitymilk purchased by.each? 

2. Total sales of each? 

3, Surplus carried by each? 

' 4. Price paid for fluid milk? 

6. Price paid for surplus milk? 

6. Is price quoted f.o.b. city or at farm? 

7. Number producers shipping to each? 

2. Is there a basic rating plan used in the market? 

а. Do all dealers use same plan? * 

б. What are base months? 9 \ 

c. Comparisons of plans used by each dealer. 

3. Is raw milk sold in city? / 

a. Number raw-milk distributors. / 

b. Quantity of milk sold. 

c. Price. 

<L How is surplus raw milk disposed of? 
e. What inspection is made of raw milk 7 , 

/. Percentage of total sold as raw milk. 

4. From above data compile — 

a. Total daily production of milk available. 

b. Total daily sales of distributors. 

c. Total daily surplus of milk. 

d. Percentage. 

«. Compare these for periods of low and high production. 

5. Sales price of milk. 

o. Price of retail milk (family delivered). 

6. Price of wholesale milk. 

c. Price of milk sold from stores. 

d. Percentage of total sold at wholesale. 

6. Disposition of surplus milk. 

cl Quantity manufactured in country. 

b. Quantity hauled to city and manufactured. 

c. Products manufactured. 

d. Can surplus be held in country for manufacture? 

€. Compare quantity surplus summer and winter. 

/. list distributors with surplus manufacturing equipment. 

7. Prices paid producers in other sections. 

a. Price paid producers for milk in other near-by cities. 

b. Prices paid for sour cream, sweet cmm, condensed milk, or for other 

products in territory. 

8. Transportation. 

a. Cost of hauling from various sections of milk shed. 

5. Do routes supplying various distributors overlap? 

c. Are hauling rates high because of this duplication? 

d. Survey the possibility of consolidating routes and effecting savings through 

the use of fewer trucks with larger loads. 

The Problem of Membership . — Since a cooperative association is 
owned and controlled by its members, who are also its patrons, the 
determination of the qualifications, rights, responsibilities, and condi- 
tions of membership is an important matter. The success of any 
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cooperative venture is limited .by the degree of support and loyalty 
given by the members. The management, on the other hand, must 
secure and maintain the confidence of the individual members. Prac-, 
tically all associations limit membership to producers and to those who 
would be benefited tjfr belonging and would, at the same time, be an 
asset to the association. The volume of business tr ans acted affects 
costs and thereby savings and prices; consequently, each cooperative 
wants as large a percentage of thb eligible members as possible. 

The democratic ideals of cooperation are maintained by limitin g each 
member to one vote. When an Association is organized on a stock basis, 
the control is prevented from gifting into the hands of one or a few 
individuals by limiting the number of shares one member can hold. 
The important point is that control should remain in the hands of those 
for whose benefit the organization was formed. 1 This control is usually 
exercised through a board of directors which is directly responsible to 
the members. 

Securing Cooperation through a dontract . — Some cooperatives use an 
ironclad long-term contract to bind the members to specific performance. 
Other associations have been highly successful without this feature, while 
a number have failed in spite of it. This situation has caused a great 
deal of discussion as to the merits and the demerits of the so-called 
ironclad contract. 2 The contract idea was probably borrowed from 
Danish practice. That the contract fails to secure specific performance 
on some occasions is attested to by the fact that in 1925 some 20,000 
members of the cotton cooperatives are reported to have failed to do 
as they had agreed. It was obviously impracticable to take all these 
cases to court. Judgment, no doubt, would have been secured eventually 
against practically all, but the costs would probably have exceeded the 
receipts. Many farmers were not financially able to pay the judgments. 
The contract, nevertheless, may serve a useful purpose, since it does 
tend to force some weak-willed members to support the organization 
under temporarily adverse conditions and encourages them to refuse 
the bait thrown out by competitors, vested interests, and others who 
for various reasons wish to see the cooperatives eliminated. It cannot, 
however, insure specific performance when unsatisfactory conditions 
result from chronic poor management, ill-advised policies, faulty organiza- 
tion, and careless methods. 

The long-term contract tends to scare conservative farmers away* 
They may feel that the cooperative idea offers great possibilities, yet 

1 It has been c laim ed that the centralized association furnishes control by experts, 
while the local and federated groups are on a democratic basis with non-expert 
ma nagem ent. It is obvious that there is nothing to prevent the federated groups 
from hiring expert managers. 

f Consult Fittey, op. c&, pp. 405 for a summary of the pros and cons. 
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know that in practice the plan may fail due to a number of causes; 
consequently, they hesitate, unless driven to it as a last resort, to bind 
.themselves for a period of years . 1 The happy compromise seems to be 
the long-term contract with a withdrawal clause* Thus the contract 
may run for a period of five years, but during ascertain definite short 
period each year a member may be f permitted to withdraw upon giving 
adequate notice. If the cooperative gives the members real service 
and succeeds in convincing them that tit is doingfl so, and will continue 
the good work, there will be few withdrawals. The probabilities are 
that an appreciable increase in membership will be secured. 

Some Legal Aspects of the Contrafts. — The legality of the sttpdard 
contract has been tested in a number of courts. It is a contract of 
purchase and sale of personal property, and not a case of agencyA The 
courts have apparently definitely decided that the contract cannpt be 
evaded by subterfuge, such as giving the crop to a relative, or leasing 
the land to a tenant on a share basis; if, on the other hand, the land is 
leased on a cash basis, in good faith, the signer is released, since he 
ceases to produce either directly or indirectly. A contract is invalid if 
obtained by threats or through misrepresentation. A mortgagee has 
prior claim to the contracted crop if he did not know, at the time of 
taking the mortgage, of the association contract; otherwise the associa- 
tion has prior lien. The contract is valid against a landlord’s lien. 
The association has a right of action for recovery of damages against a 
third party who causes a member to violate his contract . 1 

Control of Quantity and Quality of Production. — Some’ of the associa- 
tions, especially those in the dairy, fruit, and grain fields, have been 
fairly successful in bringing about an improvement in the quality of the 
product. The fluid-milk associations were quite successful for a while 
in exercising a fair degree of control over the volume of production. 
This control can hardly be established, as a long-run proposition, by 
merely appealing to the loyalty and patriotism of the members. Some 
form of suitable incentive that will reward the producer for increasing 
quality and increasing or decreasing production, as conditions may 
warrant, should be devised. 

The producers are encouraged to improve the quality of their products 
when the premium which the market is willing to pay for quality mer- 
chandise is passed on to them. The cooperative associations have done 
much to establish and maintain definite standards of quality. Their 
systems of grading and inspecting accurately and impartially classify 

1 These contracts may run from three to twenty yean. Some of the state laws 
piaoe a limit of ten yean. 

1 "Legal Phases of Cooperative Associations,” U.S. Department cf AgricvUwt, 
Bull 1106. 
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each grower’s output. Each member is then paid on the basis of the 
volume of each grade he delivers. The man with a high percentage of 
first-class goods obviously should receive a better return than his naffilvw . 
who delivers a large p^centage of low-grade goods. The success of some 
of the cooperatives handling eggs, milk, butter, cheese, oranges, raisins, 
prunes, apples, grain, and cotton indicates the advantages' of properly 
rewarding quality production. 

The control of output or the stabilization of supply is more difficult. 
The uncertain element of the* weather makes satisfactory control of 
production for many crops impossible. There is a possibility of the 
control of planting, breeding, feeding, packing, canning, and the lit*, 
if suitable incentives are offered. The plan of the A.A.A. secured 
substantial reductions in the acreage of wheat and cotton, and in the 
number of hogs. 

The fluid-milk associations have worked out an interesting plan for 
controlling the production by their members. They follow what is 
called the rating or basic surplus plan for stabilizing production through- 
out the ygar. *The incentives to the producer are given in the following 
manner: A producer is paid a given price, based on fluid-milk market 
conditions, for an amount of milk equal to his average fall production 
during October, November, and December, for the following nine months. 
If he exceeds this average figure, he receives for the excess amo unt a 
lower price, based upon the price of butter and the size of his surplus. 
Increased production, due to the admission of new members, is controlled 
by not granting them terms as favorable as those enjoyed by the old 
members. , 

This plan obviously has limited application. 1 The characteristics of 
fluid milk and the methods of production and of marketing fit in with this 
plan. The product is highly perishable, and must be marketed immedi- 
ately; th*e market is highly localized and concentrated; the demand is 
quite regular throughout the year; and the producers are usually located 
in a relatively small area surrounding the point of concentrated con- 
sumption. The situation is quite different with milk, which flows con- 
tinuously from duly production to daily consumption, than for an 
annually produced crop, such as grain and cotton. 

Financing the Cooperative Activities . — The amount of funds required 
by a cooperative association depends upon the commodity handled, 
the method of marketing used, and the extensiveness of the services 
furnished by the organisation. The financial needs of a local live-stock 
shipping association, which merely assembles the members’ live stock, 

1 The two-price system broke down during 1932-1934 due to the efforts of fanners 
to maiwtain doQir volume with falling demand and prices. The result was an over- 
aupply of milk and lower prices for butter and other manufactured dairy products, r 
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stupe the animals to market, and distributes the net proceeds upon 
Receipt from the buyer, are small compared with the needs of a large 
• centralized association that finances the producer during the growing 
season, makes substantial advances on delivery of the product, provides 
processing, warehousing, grading, packing, and other handling facilities, 
and maintains an extensive marketing organization. The capital 
requirements, according to an official estimate, for a milk association 
that owns its plants and operates *fif \jpen to twenty retail routes in a 
small city are from $9 to $10 per quart of business done daily. The 
typical cotton, grain, dairy, and f ruit# associations may require millions 
of dollars of capital. f j 

Sources of Funds and Credits. — The funds needed by a cooperative 
association may be secured from a number of sources by different methods. 
Some of the more commonly utilized sources and methods are mentioned 
at this point. When only a small amount of capital is needed, a small 
membership fee may be sufficient.. Annual dues have been tried, but 
the difficulty and expense of collecting them make this plan unpopular. 
The revolving fund or the certificate of indebtedness plan*is widely used. 
Under this plan a definite amount is deducted from the net returns of 
each member and a certificate of indebtedness is issued to him. 1 The 
Apple Growers’ Association of Oregon deducts a certain amount per 
box for the capital fund investment. Each grower member has a share 
in this fund in proportion to his contribution. This plan is slow, as it 
^ may take an association five years to secure the amount of capital neces- 
sary to operate the business efficiently. Some associations make a 
service charge based on the number of physical units handled or on 
the value of the product sold for each member. Some of the bargaining 
fluid-milk associations have agreements with the distributors to deduct 
or “ check-off” this charge before making the payment to the producer. 
A few associations charge commissions; others retain a portion of the 
savings — i.e., they do not give to the members in the form of patronage 
dividends the full amount of the savings. The amount secured from this 
source, however, is limited if the association is operated conservatively. 
The cooperatives are not in business to make or show a profit but to 
make savings and pass these on to the members, usually in the form of 
higher net prices for goods sold and lower prices for merchandise bought. 
The large associations have to resort, in the main, to borrowing and 
^gto the sale of securities of their subsidiaries to raise the large sums 
fnfcecessary. Funds are borrowed from members, banks, governments, 
and the public. Bonds, notes, and warehouse receipts are used as the 
principal credit instruments. 

* ; , flome associations issue interest-bearing certificates; a few pay no interest. 
> The majority provide for the redemption at a definite future date, usually yearn; 
H 0 few make no promise of redemption, but follow this practice if their finances permit. 
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The Texas Farm Bureau Cotton Association has a 1 per cent reserve 
fund which provides for its own expenses and enables it to control its 
subsidiary corporations — the Finance Corporation, the Sales Corporation, # 
and the Gin Corporation — through the ownership of their common stock. 

It secures a large pc^tion of its working capital for the purchase of 
cotton through a special arrangement with an eastern banking syndicate. 
Sixty- to ninety-day sight drafts with warehouse receipts attached are 
drawn upon and accepted by members of the syndicate. These accept- 
ances are then eligible for rediscount or may be purchased in the open 
market by the federal reserve banks. The amount that the syndicate 
will loan is determined by the prii^e of cotton. 

The amount of funds needed by an association varies according to a 
number of factors. In the case of cotton, for instance, the amount 
necessary to make the customary advances when the cotton is delivered 
to the association depends* upon the amount of cotton received and the 
rate of delivery, the proportion of the current price allowed, 1 and the time, 
and rate of selling the cotton by thfe association. If the cotton moves 
rapidly through the hands of the association into the possession of the 
manufacturers, a smaller amount of capital is necessary than when the 
cotton is stored and held for higher prices. 

Sound financing requires, in addition to the provision of ample 
working and fixed capital, that sufficient reserves be set up and main- 
tained. Adequate reserves for losses from bad debts, depreciation, 
obsolescence, and for contingencies are maintained by the progressive 
organizations. 

Financing Since 1933. — The severe depression of the 1930’s clearly 
demonstrated the limitations of the cooperatives. Since they could not 
raise and maintain prices, restrict production, and solve the farm financial 
problems, the cooperative movement lost some of its prestige. The 
interest *of the government, the farmers, and the public turned to 
the activities of the A. A. A. and the Farm Credit Administration. The 
former gave its attention chiefly to the problem of the surpluses, and 
the latter to the financial problems. We have discussed the operation 


1 The amount usually advanced is 60 to 80 per cent of the current price, the exact 
percentage being governed by market conditions. The Farm Board, however, during 
the summer of 1930 authorised the cotton association to advance as much as 90per 
cent of the current market price. The source of this increased credit was the $K»r 
000,000 revolving fund provided by Congress in the Agricultural Marketing Ant M 
1929. The A.A.A. loaned 10 cents a pound when the pnee was 10 cents, and 12 center^ 
a pound when the natural price would have been less than 12 cents. On Aug- > 
1936, when It appeared that the loan for the 1936 crop would be reduced to 9 eento a 
pound the market for cotton fell about $4.00 a bale for a few hours during fee day. 
This action tended to confirm the contention that the government loan of 12 cento 
created an artificial price for cotton. The A.A.A. raised fee loan to 10 cents and 
virtually guaranteed the farmers 12 cents a pound. 



of (be AAA. in preceding chapters. , Since the KCi. wasdeeigned 
along cooperative lines, we shall briefly describe its organisation and 
activities. 

The purpose of the Farm Credit Administration is to promote the 
organisation of “cooperative credit units to m|ke available low-cost 
credit of financial centers.” Chart XVII indicates bow fanners and 
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Chart XVII. — Credit cooperatives. (From a statement of the F.C.A.) 
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stockmen may obtain either long-term or short-term credit by making 
application through the national farm loan associations or to the produc- 
tion credit associations. The national farm loan associations endorse 
tiie notes for loans which are made by the federal land banks. These 
banks exchange their bonds for those of the Federal Farm Mortgage 
' Corporation. These securities are then sold to the investing public. 
The public is protected by having the securities guaranteed by the federal 
treasury. The production credit associations discount the notes with 
the federal intermediate banks which issue debentures that are purchased 
by the investing public. 
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first two years of.its existence the F.C.A. loaaedahsowb 
$ 3 , 000 , 000 , 006 . The cooperative farm financing system which wm 
already in existence was supplemented by the formation of the 
credit adminis tration And the banks for cooperatives; all were 
under one management designated the Farm Credit Administration. 
Total long-term credit loans equaled £1,728,000,000, short-term produc- 
tion credit loans reached $955,000,000, and loans to farmers’ marketin g 
and purchasing cooperatives arry>mited to $241,000,000 for the first 
two years. 1 • 



Chabt XVIII. — The farmer and the control of the cooperative credit institutions. ( From 

a statement of the F.C.A.) 

Chart XVIII indicates the cooperative nature of the control of 
these farm credit agencies. 

The board of directors of the national farm loan association, which 
is elected by the farmers, elects one member to the board of directors 
which supervises the federal land banks, banks for cooperatives, federal 
intermediate credit banks, and the production credit corporation of the 
district. The farmers 1 cooperatives, through the bank for cooperatives, 
elect one member of the general board, and the board of directors of the 
production credit association elect one member. There are seven metn- 

1 From a Press Release of the P.C.A. dated May 24, 1985. 
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bere of the board, so the federal government mtintaiimfflmtroffpr the 
present. Hus is due to the fact that it has put into the banks milling 
, of dollars of public money and has guaranteed some of the bonds as. to 
principal and interest. These financial agencies are to be ultimately 
under farmer cooperative control. They were designed to meet a need 
that was not adequately met under the conditions that arose during 
the depression. 

The duration of the loan is lqpg^r and th^ rate of interest lower 
under the new arrangement than was previously the case. The farmer 
can now repay his loan on an installment plan extending over a period 
of more than thirty years. The id^a is to furnish farmers with long- 
tom, short-term, and group credit at cost. Eventually, it isl hoped, 
the fanners will own all the stock in the various farm credit agencies 
and be able to exercise in an intelligent manner the duties and responsi- 
bilities of ownership. * \ 

The Returns to the Members of the Farm Cooperatives. — The stock 
companies make some returns to their members in the form of dividends. 
The rate of dividend payment is now usually limitecl by state law. 
The maximum in almost all instances is 8 per cent. Since these associa- 
tions are not organized for profit, but to bring about savings through 
more effective marketing and through group sharing of risks, two major 
forms of making returns to members are used. These are through 
pooling and by means of the so-called patronage dividend. 

Pooling. — Pooling is a method of apportioning risk through averaging 
with respect to products, prices, expenses, and returns. The pool typically 
comprises the output from a limited area. When each pool is limited to 
one grade and variety of commodity, better results are secured. Thus the 
goods are carefully graded as they are delivered by the members, and all 
products of the same grade are put into one pool. Upon sale of the 
pooled products each member receives his pro rata share for each grade. 
If the pool is organized on a seasonal basis, each member receives an 
amount equal to the average price received during the season for each 
grade, times the amount he had in each ‘grade. The price used is deter- 
mined by subtracting the expenses of marketing and other authorized 
deductions from the gross receipts, and then dividing this remainder by 
the total number of unite sold. 1 

There are daily, semiweekly, weekly, monthly, and seasonal pools. 
The character of the product, methods of production and of marketing, 
price outlook, and a number of other factors should be considered in 
establishing a particular form of pool. 

1 The unit used depends upon the kind of product. Cotton, for example,** 
usually gold by die bale, grate by the bushel, and dairy produote by tea pound; fruits 
may be sold by tee box, barrel, and car. 
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The pooling method is aotadvisable for ail products and all con<fr 
tkms of marketing, and is not an essential feature of cooperative activity. 
The monthly pool works well, apparently, with milk-producers’ assodb* . 
tlons. The annual pdol has proved satisfactory when used by some of 
the fruit growers, but Unsatisfactory with the wheat and potato growers. 
The short-term pool seems to be favored by the cotton associations. 

Some Defects of the Plan.— Since every member of each pool receives 
exactly the same price, ^the oppoi^unjty for speculation for a rise in price 
is taken away. The practice 'does not permit the man with superior 
ability and facilities who produces a better grade than the average , to 
enjoy the premium in price that is justly his. The effect of the pool is to 
raise the price for those whose products just barely meet the standard 
of the grade, and to lower the price for those whose products are at the 
top of the grade. 

Sometimes a pool comprising inferior grades sells for a higW price 
than a pool of superior grade sold at another date during the season, or 
at about the same time but in a different market. The dissatisfaction 
resulting irom#this situation has led to the use of a plan that is more 
satisfactory in some respects. The commodity is carefully graded and 
sold by grades throughout the season. The entire output, however, is 
sold in one pool. The price is distributed according to grade, a proper 
differential for each grade being provided. The individual grower then 
gets a “base” price with so much “on” or “ off” the base price, depending 
upon Um classification of his product. Thus prices and returns are 
apportioned according to the quality of product delivered. This plan 
does not solve one objection. The producer who delivers all his output 
at one time when prices are higher than the average for the season does 
not get the full benefit of this higher price. The grower who delivers 
his entire crop at a time when prices are below the seasonal average 
benefits.* 

The pool in so far as it succeeds in distributing risks is probably of 
distinct benefit to the great majority of members. The successful 
management of a pool, howevef, is a difficult task and should be placed 
only in the hands of experts. 

The Patronage Dividend .— The so-called patronage dividend is a 
device for returning to the members the savings effected by the coopera- 
tive associations. Those organizations that pay the full market price 
for tile products at the time of delivery usually figure their cost of operar 
tion on a fixed schedule. No patronage dividend can be distributed 
when members are paid the net ‘proceeds at one time. The fact that an 
association usually does not know and cannot predetermine its actual 
expenses makes it desirable to play safe and keep back ample funds to 
cover these charges. At the end erf the year, or at some other designated 
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period all expense charges and deductions are 1 subtracted from the 
amount kept back for expenses. The amount remaining is then dis- 
, tributed among the members on the basis of the volume or the money 
value of the product handled. The following quotation indicates the 
method used to determine the amount of the return . 1 

The amount of the patronage dividends to which a member is entitled is 
ascertained, by some associations, in substantially the following manner: The 
total amount available for distribution* anfcmg the member patrons at the end 
of the year or other period is determined. This amount is then divided by the 
volume of business handled by the association in terms, for instance, of cars, 
bushels, pounds, head, or the value of t^e product handled in dollars, or tile 
amount paid to the association as handling charges. The figure thus found, when 
multiplied by the number of cars, for example, handled for a given member, gives 
the amount of his patronage dividends. In other associations the patronage 
dividends are ascertained by dividing the total amount available for distribution 
by the total sale price of the products handled and then multiplying the price 
received for the products of each member by this percentage. 

Factors That Determine Success and Failure . — While *the number of 
factors that might cause failure and of those that lead to success is 
legion, experience has demonstrated that there are some that appear 
again and again. The causes of failure may be grouped under two major 
headings: internal defects and external opposition. 

One of the major internal defects is lack of appreciation of the com- 
plexity of the marketing problems. Members expect too much — even 
the impossible and unreasonable — and when these expectations are 
unrealised, disloyalty develops. Other internal defects are lack of 
capable, earnest, and honest leadership; mismanagement, extravagance, 
and secrecy about the affairs of the association on the part of the officers; 
tiie feeling of freedom and independence on the part of members — they 
do not want some one else to tell them what, when, and how 1 “to run 
their own business”; unwillingness to make present sacrifices for future 
gains; attempting to form an organization comprising members with 
diverse interests; admitting members who cannot or will not live up to 
their responsibilities. Members must be willing to spend time, money, 
and energy for the good of the group, and be farsighted enough to remain 
loyal when competitors offer special inducements for the purpose of 
breaking up the association. 

Opposition from outside interests may be a strong contributing factor 
to the failure of an association. This opposition is likely to oome from 
those whose business may be adversely affected by the success of the 
movement. Manufacturers may fear that they will have to pay more 
far their raw materials, lose control over the source of supply, or, in 

1 Huinjrarr, L. 8., U.S. Department of Agriculture, BvU. 1106, p. 108. 
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ttk^ on# of *> cooperative purchasing anodAto, lose btjaaw or have to 
^ kw6t prices. Certain middlemen — retailers , wholesalers, ^ 
brokers — who m the risk of being displaced may offer opposition. 
Service corporations, I such as transportation companies, banks, wars^ 
housing firms, and oilers, have placed many obstacles in the way of the 
cooperatives either because they feared that their own business would 
be injured or because they wished to help some business that was being, 
or might be adversely ^fleeted, j * 

The Tobacco Growers' Cooperative Association, for example, was * 
opposed by the large tobacco manufacturers who refused to buy from 
the association. It was opposed^ by the leaf dealers, warehousemen, 
buyers .for the large companies, merchants, bankers, and other business 
men in some of the larger and more important markets. Some of the 
methods used to break down the association were: paying high prices 
for split-crop tobacco; predicting the failure of the association; spreading 
propaganda in regard to salaries jmid, extravagance of the officials, 
honesty and integrity of the management; and using as propaganda 
every migstep^f the association. Many of the bankers and time mer- 
chants helped to prevent delivery to the cooperative by encouraging or 
forcing members to break their contracts. 1 * * * 

The cooperative grain elevator associations met opposition and 
unfair methods from a number of sources. Merchants refused to buy 
from or sell to them. The large line elevator firms would outbid the 
local cooperative for the farmers' grain until they broke up the associa- 
tion* The railroads refused sites for the fanners' elevators and would 
not give them cars^so they could ship their grain, but allowed the line 
companies all the transportation facilities they wanted, and granted 
rebates on freight to the competitors of the cooperative elevators. The 
members of the organized exchanges and terminal elevator firms strenu- 
ously opposed the movement. Many of these practices were not stopped 
until the agricultural interests were able to get state and federal laws 
enacted that forced railroads to sell elevator sites to the cooperative^ 
assign cars with impartiality, ahd to cease granting rebates. 8 

Requisites for Success. — The experiences of cooperatives in both the 
United States and foreign countries reveal a number of conditions and 
attitudes necessary for success. The following summary gives some 
of the more important ones. There must be a real desire on the part 
of tiie farmers for group action. The members should have a definite 
knowledge of the disadvantages as well as the advantages of cooperatives. 

1 ScuufcAH, X X, UJ3. Department of Agriculture, Circ. 100, pp. 118 jf. 

9 Such practices as those en u merated are partially responsible for the laws creating 

the Interstate Commerce Commission and the Federal Trade Co mmissio n, and for 

the Packers end Stockyards Act and the Capper- Volstead Act. 



ess i mam imaum 

Hm character o f ; tSte product, methodfff production, and: the mental 

* attitude of the producers must be suited to the cooperative method. 
. Members should be solicited in a businesslike manner with no high-pres- 
sure or brass-band methods of persuasion. Sfcoess depends upon 
obtaining an efficient management that can secure and maintain the 
confidence and support of the members, and that can develop an organisa- 
tion for doing the office work in an effective manner; that can determine 
when, and under what conditions, dirvt marketjpg to industries, mer- 
chants, and terminal markets is advisable? that can organise and operate 

‘J* pools when such practice is advisable; that can bring about the elimina- 

'' tion of wastes through grading, standardization, and packing; and that 
can secure low overhead costs through large-scale volume. A manage- 

# ment that is alert to the opportunities for promoting the best interests 
of the association, through legislative acts and other means+— with 
transportation companies, storage firms, organized exchanges, financial 
and other institutions and agencies that are in a position to affect the 
degree of success attainable by the 'association— is essential. A public- 
relations policy that keeps members loyal, the consume*, satisfied, and 
the trade friendly is indispensable to permanent success. 

Cooperation among Cooperative Associations. — The Federal Farm 
Board promoted the formation of large central selling agencies organized 
on a commodity basis. The grain growers, cotton planters, producers 
of wool, bean farmers, cheese and milk producers, and live-stock raisers 
were the first agricultural groups to form the centralized marketing 
agencies under the sponsorship of the board. These marketing organiza- 
tions, it was believed, would have increased bargaining power. They 
could improve, it was contended, marketing methods by introducing 
more effective grading and packing; they could, where feasible, brand 
and advertise the product on a large scale; they would be able to bring 
about more satisfactory transportation services, establish and maintain 
sales representatives in the more important central, terminal, and foreign 
markets; they could establish central warehouses, elevators, and cold- 
storage plants; and secure honest and fair treatment for their members 
from independent agents, merchants, manufacturers, bankers, transporta- 
tion companies, and storage firms. These large cooperatives, working 
back through their district and local members, would be able to adjust 
the quality of the product and the volume of production more accurately 
to market demand and conditions. The giant associations, because of 
their widespread connections and facilities for collecting and interpreting 
market information, are in a position to determine, with a fair degree of 
4fe$endaba)ity, the true market value of the product, and to forecast 
general business conditions, the volume of production, inventories, 
demand, and prices. 
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Tbe original purpose o i th%,national sales ageficies is expremeAU 
the following quotation. 1 , 

K. 

We believe that the ultimate goal of farin organization is to organize by coin- * 
modifies, first, into local!, then into regions, and then into national sales agendsg. 
Seven of these national sales agencies have been organized with the 
of the Board and are now functioning ag follows: The Farmers' National Grain * 
Corporation, with 27 pain cooperatives as member units; The American Cottoi^ 
Cooperative Association, with 11 cooperative cotton associations as 
units; 9 The National Wool Marketing Corporation, handling, its first year, ^ 
approximately 35 per cent of the wool clip of the country and 95 per cent of the ^ 
mohair; The National Livestock Marketing Association, with 20 units, handling 
approximately 58 per cent of the livestock sold cooperatively in the country; 
The National Pecan Association, with 20 units; and a national sales agency for 
sugar beets and one for beans. 

Some of the objects of tbpse national sales agencies are to regulate the flow 
of the commodity to market in an orderly way, to furnish the grower with accurate 
market information, to assist in regulating production to demand, to improve 
quality and encourage the production of the character of the commodity most in 
demand, Jo concentrate the bargaining power of the individual into the hands 
of his own sales agency, which tends to place him on a parity with the buyer, and 
to develop adequate and sufficient credit facilities at reasonable interest rates 
for members, in sections where needed. 

The Organization of the Giant Associations . — The grain growers were 
among the first to organize a centralized marketing association, called 
the Farmers' National Grain Corporation. The incentive offered the" 
associations for meeting the standards set was the financial and other 
forms of assistance available. Upon formation of the grain association, 
the federal government made available $160,000,000 to wheat farmers 
belonging to approved cooperatives. This was to enable the members to 
hold their grain from the market during the period of low prices. 

These large-scale central corporations are stock companies incorpo- 
rated under the laws of Delaware. The general manager of each organ- 
ization must be an experienced business man, not necessarily a farmer. 
The various departments of the* association, such as educational, research, 
marketing, and clerical, are established and operated under his direction. 

The membership of the central association is made up of cooperative 
associations that buy the stock. The kinds of associations that belong 
to the Farmers' National Grain Corporation are farmers' elevator 
associations, farmer-owned grain sales agencies, and growers' grain pods. 

* By Mr. Stone, chairman, Federal Farm Board , News Release, Mar. 9, 1931. 

s Mr. Stone stated in a radio speech, Mar. 14, 1931, that during 1930 the Farmers' 
National Grain Corporation sold more than 100,000,000 bushels of grain for its 
27 members, and that the American Cotton Cooperative Association with 11 state 
sad regional members handled more than 2,000,000 bales. 



Chart XIX iliuafesfiw the oitazacatioQ. letup of this corporation. Each 
individual cooperative retains its former members, gathers the gram 
for delivery as ordered by the grain corporation, and remits the payments 
to members. I 

Hie territory within which the corporation operates is divided into 
five districts. Directors from any district are nominated by the type of 
-association which they represent, and hold office for three years. Provi- 
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Chart XIX. — National Grain Corporation. 

The Farmers’ National Grain Corporation is owned and controlled by growers under a 
centralised plan charted above. Growers participate in the control of the National either 
by taking out membership in a wheat pool or by buying stock in a fc>cal elevator association, 
which in turn owns stock in a large-scale cooperative. In some cases growers may buy 
stock direct in a sales agency. 

The corporation’s stockholders are divided into wheat pools, elevator associations, and 
sales agencies. The farmer’s grain is delivered to the local associations or pools, and it is 
sold under the triple-option plan controlled by the National. {Federal Farm Board Ball. 
3, p. 0.) 

sum is made for reapportionment of directors from time to time. This 
plan is to keep the management representative of those who make use 
of tile facilities and to safeguard the control. 

The grain corporation started with an authorised capital of $10,000,- 
000 and the provirion that no patronage dividends should be distributed 
until the capital and surplus reached a total of $20,000,000. The rate of 
dividend on all capital stock is limited to 8 per cent. The stock was 
subscribed to by the eligible associations on a minimum basis of $100 
for each 2,000 bushels of grain handled by the applicant. 

; The national corporation may buy grain outright, perform the services 
of abroker, serve as a contact agency with the Department of Agriculture, 
and operate in the terminal and export markets. If and when proper 
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support is given by the locals, and if the membership of the locals com- 
prises a large proportion of the producers, some degree of success in the 
control of acreage and of an ordinary surplus can be attained* • 

The corporation purchased Quinn-Shepardson Co. of St. Paul, a tag 
commission house, which gave the organization agencies in Minneapolis, 
Duluth, and Great Falls. It is equipped to sell wheat in the foreign 
market as well as m the domestic. One lot of wheat, for example, was 
delivered “directly fr$m farmer of the Southwest to the door of a 
cooperative consumers’ societjr mill in Scotland, a direct sale from 
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Ckabt 1CX. — American Cotton Cooperative Association, 

The above chart shows the organization set-up of the American Cotton Cooperative 
Association at New Orleans and indicates how more than 150,000 member farmers own and 
control this central sales agency. It also shbws how the growers, who are members of 
the 11 state and regional associations, are affiliated by contracts through member organisa- 
tions with* the American association. The central agency is primarily a merchandising 
organi satio n. The chief functions of the member agencies are to receive cotton, keep the 
records* and form the necessary contacts with their members. {Federal Farm Board Bull. 3, 
P* 15, December, 11130.) 

producer to consumer without any other agency intervening. Thus 
three or four profit-taking agencies were eliminated.” 1 

The American Cotton Cooperative Association. — Chart XX illustrates 
the or ganiza tion of the cotton cooperatives. These associations handled 
17.1 per cent of the total crop in 1930. The following quotation indicates 
the purpose that motivated the organization of the central association;* 

1 Statement attributed to C. E. Huff, quoted from The Business Week, p. ft, 
Aug. 0, 1930. 

* Carl Williams, in an address prepared for delivery before the National Association 
of Cotton Manufacturers, Boston, May 1, 1930, Commerce and Finance , No. 19* 
pp. 931 jf u May 7, 1P80. The American Cotton Cooperative Association h the 
official name of the centralised marketing organisation. 
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So 'for as permanent policies are co n c e rned, ifris inevitable that the coopera- 
tives shall be cotton merchants, operating bn the cotton markets of the world 
. As cotton merchants do and meeting the needs of the nulls and the textile trade 
on a basis of real service. It is inevitable, also, that remurdless of the permanent 
success of the cotton cooperative movement, a large pan of the American cotton 
crop will always remain to be handled by private merchants. The fundamental 
attitude of the cooperatives themselves # toward these merchants is an essentially 
friendly one and, in my opinion, following the readjustment period through 
which the cooperatives are now passing tffat friendliness will develop working 
methods that are pleasing to both. 

The job of the Federal Farm Board, however, is infinitely larger than that of 
attempting to meet emergency situations ft even that of encouraging the organi- 
sation of farmers into strong, self-controlled and self-financed maricetinriinstitu- 
tions. Under the Agricultural Marketing Act the Federal Farm Board is 
essentially an agricultural planning board. It must look ahead as best it can. It 
must keep abreast of production and consumption in all nations. It mu^t pass 
its information along to the farmers of America so that they may not only intelli- 
gently market their crops, but, and metre important, so that they may produce 
the qualities and quantities of crops that are demanded by the consumers of the 
world. * r 

One specific Farm Board project, for instance, is the improvement in the 
character and staple of American cotton. We recognize the relative deterioration 
of recent years. We recognize the excess costs of production in some parts of 
the belt. We know that on the average the man who produces less than one- 
third of a bale of lint to the acre does so at a loss. We know that the South does 
'not feed itsq|f and that more acres planted to food and feed are essential to 
financial independence. We recognize no difference between & profit gained by 
an increased price and a profit gained by a lowered production cost, except that 
the latter method of gaining a profit is better for the land and causes less labor 
for the man than the former. We recognize that one of the most serious handi- 
caps to cotton farmers and to the cotton South is the annual fluctuation in the 
acre income of the cotton fanner. How is it possible for a farmer ip b$ per- 
manently prosperous when the value of lint cotton in 1920 was but 46 per cent of 
that in 1919, or when its value in 1922 was 180 per cent of that in 1921, or when 
Urn value of lint cotton in 1926 was but 65jper cent of its value in 1925? A 
widely fluctuating price for cotton has done much economic harm to the cotton 
South. The need of the cotton farmer is a stable price at a fair level which will 
return a profit to the efficient farmer. 

I venture to suggest that the need for this stable price is just as great on the 
part of the textile manufacturer as it is on the part of the cotton farmer. It can 
never be achieved except by fanners themselves with the aid of government. 

The Farm Board knows that the Agricultural Marketing Act did not repeal 
the law of supply and demand. Farmers must still merchandise their mop on a 
baa is of what the world is willing to pay for the amount produced. Nevertheless, 
fanners can iron out some of the peaks and valleys in the price level and get for 
thrixmelves a more certain and dependable income by collectively having some- 
thing to say as to the time and place of sale and the quality and quantity offered 
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ssifefttim and plane. That is they purpose, and itis one of the purposes of the 
Federal Farm Bo&rd f 

; ^ ® powWe that developments of thus character, while aiding the Uamer Id 
4®sB8se his own annual gamble on production income, will at the time* 
aid the spinner to eliminate his annual gamble on his raw material and his con- 
sequent gamble on his finished product. It seems to me that there is a very 
great mutuality of interest between producers and spinners. The farmer knows 
that the mills are his necessary customers. The mill knows that the fanners are 
its neoessaiy producers. *It has always been hard for the mill man and the farmer 
to meet on common ground or to understand one another’s problems. This 
thing now becomes easier. Farmers are organized and so are the milla The 
leaders of these groups not only m ay but should constantly confer one with 
another so that the best interests of both will be served. 

National Live-stock Marketing Association.— Alter c onsid erab le dis- 
cussion and delay, the National Live-stock Marketing Association was 
formed during 1930. This live-stock cooperative organization attempts 
to coordinate and control sales, keep tnember sales agencies fully informed 
by daily repots of market conditions, and provide ample credit facilities. 
This association, in common with the others of similar kind, was organized 
under the laws of Delaware, and is owned and controlled by various 
regional cooperative live-stock associations. Most of these constituent 
organizations are cooperative selling agencies which sell live stock on 
terminal markets. Because of the strong feeling of individualism among 
live-stock producers, not all of the cooperatives existing at the time 
joined the national association. * 

It is estimated that cooperative associations handle about IS per cent 
of the live stock received in the central markets; the associations that 
joined the national organization had been handling slightly more than 
half this amount, or approximately 10 per cent of the total receipts. 1 
There is at least one cooperative commission association in each impor- 
tant live-stock market between Buffalo and Pittsburgh oh the east, and 
Denver and Wichita on the west. They handle stock shipped from 
cooperative shipping associations and, in addition, a large quantity 
from other sources. They are in most instances the largest organization 
on their respective markets. The largest commission house in the world 
is the Central Cooperative Commission Association which operates 
on the St. Paul market. 

The membership of the National live-stock Marketing Association 
comprises twelve cooperatives which had been formed by the National 
Live-stock Producers* Association, an organization fostered by the 
American Farm Bureau Federation, and three associations that had 

1 From aa article by Herman Steen, “Centralized Control Wins,” published in 
StnMsffel Faming, pp. 11, 44, July, 1930. 
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hem engaged ia selling direct to the packers withoutfciag through a 
tominai racket. These three are: the Western CeUkmm's Associa- 
tion the Texas Live-stock Marketing AseoeietMD, and the National 
'Order Buying Company. Chart XXI visualizes fie organisation of the 
National Live-stock Marketing Association, and indicates the relationship 
existing among the constituent elepaents. The Fanners* Union group 
and four independents refused to join . 1 



Regional Terminal \om^\ Order 

Sales Agencies Sales Agencies buvinc Agency 



Farmers and ranchmen have several ways of marketing their iive.stoek cooperatively 
through the various agencies affiliated with the National Live-stock Marketing Association, 
as inchoated on the above chart. 

They may ship to cooperative regional or terminal agencies* or local, county, or district 

The three different types of sales agencies — terminal, regional, and order buying — 
own stock in and are under contract to the National live-stock Marketing Association. 
< Federal Farm Board Bull. 3, p. 21.) 


The following quotation from Mr. Steen’s article* indicates the 
powers of the National Live-stock Mlrketing Association and also 
states why some cooperatives refused to join. 

The new organization has broad powers. It is entering into contract with 
each of ita member organizations whereby all the live stock shipped to them may 
be sold through the new organization. It will thus handle and sell a large volume 
of live stock, either directly or through its member associations, as soon as it has 
machinery for doing so. It also has wide powers which permit the development 
df cooperative sales service on direct shipments of live stock from the country 
to the packers, without these shipments going through the terminal stockyards. 

X Wit . ... 
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It is pfaasi»d baad«rt«nriwB machinery for improved credit facilities for Kve- 
etock feedaw wad livonrtock producers. In other words, the new national agency 
is piano* to serve tbe tivwtock industry in every capacity in which or ganised 
effort may be used to advantage. , 

While fanners generally have always been noted for their individualistic 
tendencies, thattimt has , been especiaUy marked among livestock producers. 
They were the test important group of. American farmers to give cooperative 
nuurketmg an extensive trial, though they have made rapid progress in thVdevel- 
opmcnt of their cooperative selling Organizations during the past fifteen years 
^ toait of jndiyidualism craped out in decided fashion, in the establish- 
ment of the National Live-stock Marketing Association, for almost half of the 
live-stock cooperatives refused to affiliate with it right at the start. They 
declined to cooperate on the ground that the new agency was granted too much 
power over the operations of its member organizations, and that it represented 
too great a movement for centralization of functions. 

The following table indicates the general growth of business handled 
by the Livestock Terminal Market^ Cooperative Sales Agencies. 


Tablb 86. — Voljjme of Business Transacted by the Livestock Terminal Market 
• Cooperative Sales Agencies, 1920, 1925, and 1920-1934* 
Revised Apr. 23, 1935 


Calendar 

year 

Associa- 

tions 

listed 

No. of animals received t 

Dollar 
volume of 
business 

Cattle and 
calves 

Hogs 

Sheep 

a 

1920 

4 

85,313 

630,380 

29,676 

748,255 

37,878,759 

1925 

28 

1,881,241 

7,377,084 

1,350,311 

10,666,069 

279,720,664 

1929 

28 

1,904,066 

8,054,184 

2,093,136 

12,051,386 

314,522,635 

1930 

30 

2,088,411 

7,259,731 

2,609,604 

11,957,746 

273,688,165 

1931 

34 

2,216,607 

7,169,955 

3,028,503 

12,414,965 

190,769,836 

l«»S 

38 

2,120,480 

6,352,022 

3,306,425 

11,778,927 

127,813,049 

1933|| 

41 

2,316,000 

7,575,000 

3,390,000 

13,280,000 

138,434,000 

19345 

41 

2,690,000 

6,295,000 

3,339,000 

12,225,000 

148,000,000 


* 1936 Yearbook of Agriculture, p. 740. ^ 
t Includes some animals sold lor yard traders. 
t Includes animals not segregated by kind, 
f Estimates based on reports from 36 of the 38 associations. 

R Estimates based on reports from 39 of the 41 associations. 

1 Estimates based on reports from 35 of the 41 associations. 

The large decline in the dollar volume after 1929 reflects the fall in 
prices of live stock since the decline in number of animals handled was 
very small. The number handled in 1933 was, in fact, the largest for 
any year; yet, the money returns were only about $10,600,000 more than 
tfoa bottom year 1932, when only 11,778,927 animals were hand ed. 

The National Cooperative Council . — The cooperative association*, 
through their commodity federations, developed plans for a national 
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organisation of agricultural cooperative^ which in to assist in cooitiiaatifig 
those business problems which are of common interest to all farm coopera- 
# fives. This organisation, known as the National Cooperative Connell, 
furnishes the agricultural associations a means for coaling with protective, 
educational, legislative, and other service matters of common interest 
to all agricultural cooperatives. 1 It is believed by some that the council 
should attempt to manage the surpluses, both export and domestic, 
through centralised buying and seljing^ 

Attitude of the Public toward Agricultural Cooperatives. — The city 
worker, although he may belong to a trade union; the manufacturer, 
although he may belong to a strong manufacturers’ association; and 
various dealers and bankers, although they may belong to their respective 
trade associations, look upon the agricultural cooperative movement 
with some misgiving. “If it succeeds, may the results not be adverse 
to my own interests?” is asked by each group. The answer is, the 
probability that the cooperative movement will succeed in permanently 
raising prices to such an extent as t& materially affect the interest of any 
of the above-mentioned groups is very remote. Rising tprice§ of agri- 
cultural products would tend to expand production among cooperative 
members, nonmembers, and in foreign countries to such an extent as to 
bring prices back to a reasonable level within a comparatively short 
time. The non-agricultural groups, however, should not expect to 
receive, on a long-run basis, the products of the farm at a price that is 
ruinously iqw. The agricultural group deserves a reasonable standard 
of living as well as the other economic groups in our industrial organiza- 
tion. The major objective of the cooperative movement is to accomplish 
this ideal. € 

The Failure of the Farm Board Plan. — The attempt of the Federal 
Farm Board to promote the growth of cooperative associations may be 
termed successful, but its attempts to control prices through the purchase 
of commodities and loans to cooperatives proved a dismal failure. 9 The 
plan might have succeeded under normal conditions, but the world-wide 
depression and the rapidly declining foreign demand for American 
agricultural products proved too great an obstacle to overcome. The 
plan, in fact, was never designed to perform such a herculean task. As 
production mounted and exports fell, in 1931 and 1932, the attempt at 
'price maintenance had to be discontinued. The revolving fund of 
9590,000,000 ceased to revolve, and the government found itself the 

1 Chmstrnsen, Chris L., UJS. Department of Agriculture, Circ . 94, p. 05, August, 

im 

*The Federal Farm Board had a revolving fund of $500,090,000, provided by 
Cougress, which was used to support the market for certain agricultural products, 
especially wheat and cotton. 
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pMMit .4ft taggft'ipftofotiqs of,whAt aim! cotton which it could not 
sell && a remtinerative price. Attempts to persuade the farmers to reduce 
their production proved futile. Many fanners therefore lost faith in # 
the plan and demancj&d something more effective. Large numbers of 
middlemen, manufacturers, and bankers were unfriendly to the plan and 
agitated constantly for a “change.” 

The Roosevelt administration soon replaced the Agricultural Market- 
ing Act of 1929 with the Act of J.93J which created the A.A.A. and the 
F.C. A. These provided for “voluntary ” reduction in production through 
the payments of cash benefits to the farmers, and for more liberal credit 
facilities. The droughts of 1933 and 1934, and the curtailed production 
on the part of the farmers, succeeded so well that the surpluses had 
disappeared by the first of 1935, and the country began to import wheat, 
com, and some other agricultural products. 1 Prices received by the 
fanners in the meantime had, of course, risen materially. This success, 
however, brought the inevitable adverse reaction from the urban classes 
who saw the purchasing power of their money decline as food prices 
rose. The “fym problem” is still with us. The Farm Board plan and 
the A.A.X. plan did not solve the major problems. The Soil Conserva- 
tion Plan, likewise, dose not seem to offer the desired solution. The 
cooperative marketing plan is economically sound and socially desirable, 
but it cannot solve and in fact it was not designed to solve the economic, 
the social, and the political problems of agriculture. 
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Questions for Discussion 

1. “Cooperative marketing organizations among farmers have been the most 
successful of any form of cooperative enterprise in the United States.” What is the 
extent of agricultural cooperation at the present time? Give current statistics. Do 
cooperatives offer the solution of our agricultural problems? What do you think of 
their future possibilities? Justify your answer. 

2. It ia contended that cooperatives can (a) improve the marketability of the 
product, (b) develop markets, (c) control the flow of goods to jnarket, (d) improve the 
bargaining power of the farmers, (e) improve service and reduce costs, and (f) finance 
the production and marketing activities of the members. Give illustrations for each 
point. Do you believe that these objectives can be attained more satisfactorily 
through cooperative effort than through individual effort? Justify your answer. 

8. What are the conditions necessary for the successful operation of an agricul- 
tural cooperative marketing association? 

4 . What are the major difficulties met in relation to membership? management? 

6. “Tire marketing operations of the cooperatives are on a large scale.” Com- 
pare and contrast their marketing problems with those of a manufacturer. 

6. What significance do you attach to the fact that almost 30 per cent of the 
members of cooperative organizations belong to grain marketing associations, 20 per 
Cent belong to dairy marketing associations, and approximately 16 per cent belong to 
five-stock cooperative associations? Formulate your answer after due consideration 
of the characteristic features of the products, the methods of production, nature of the 
demand, and nature of the existing marketing methods and organizations. Compare 
and contrast the cooperative marketing problems confronting the producer* of: (a) 
fruits and vegetables; (6) poultry products; <c) cotton; (d) wool; (e) tobacco; (/) live 
stock; (g) wheat; (ft) dairy products. 

7. Why has the agricultural cooperative movement centered largely in Wisconsin, 
Minnesota, Illinois, North Dakota, Iowa, California, Kansas, and Nebraska? 
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$♦ Cooperative association uoaj be Classified on four different bases, u, («) 
sise t (h) membership affiliation, (c) structure, and (d) commodities handled. W ha t 
are the principal divisions under each heading? 

9 . “The farmers* ofganisations which are trying to get higher prices for f ew 
products are really engaged in extending the market for clothing and for every otter 
product which fanners desire to consume.** Explain this idea. 

10. Outline the plan of organisation and the marketing methods of the California 
Fruit Growers* Association. • 

11* Give the salient features of the organization of the Texas Farm Bureau 
Cotton Association. * • • 

12. Outline the plan of organization of the Land O’Lakes Creameries, Inc. 

13. Compare and contrast the organizations of the Maryland State Dairymen's 
Association and the Dairymen's League Cooperative Association, Inc. Cf. IMS. 
Department of Agriculture, Circ. 94, or C kS, Department of Agriculture , Tech . Bull. 179. 

14. What were the chief causes for the failure of the Tobacco Growers* Cooperative 
Association? Cf. U.S. Department of Agriculture , Circ. 100. 

15. “These questions are asked, times beyond counting: are the large-scale cotton 
cooperatives a success; have they made money for the farmers; will they last; will 
they displace the traditional system; can they exercise monopoly control to the 
detriment of the consumers; can they control production; can they fix prices; can they 
improve farming technique; can they improve the standard of life for the cotton 
farmers ?*4 An^ver the questions for cooperatives in general. 

10. How do you account for the declining interest in the agricultural cooperative 
marketing movement during 1933-1935? Can cooperative associations stabilize 
prices through “orderly marketing *' ? What is meant by orderly marketing? pooling? 

17. Are the objectives of the agricultural cooperatives contrary to the interests 
of the consumer? Justify your answer. 

18. Did the A. A. A. and the F.C.A. remove the major need for the agricultural 
cooperative associations? Justify your answer. 

Assignment 

1. Problem 2, p. 3$7. Kansas Cooperative Wheat Marketing Association. 

2. Problem 1, p. 333. Burley Tobacco Growers' Cooperative Association. 

3. Problem 1, p. 656. New England Milk Producers' Association — Prices. 

4. Problem 1, p. 350. California Prune and Apricot Growers* Association. 

ST Problem 1, p. 366. California Walnut Growers' Association — Grading. 

6. Problem 1, p. 378. Staple Cotton Cooperative Association — Pooling. 

7. Problem 1, p. 388. Central Cooperative Association— Scope of Activities. 



CHAPTER XX 

SOME ASPECTS OF FORMAL SOCIAL CONTROL IN 

MARKETING * 

• 

Purpose of this chapter: To determine the nature and the extent of the formal 
prohibitions, restraints, regulations, and controls placed by organized society on 
marketing organizations, policies, and practices; to study the trend of such! move- 
ments and attempt to analyze their influences on marketing effectiveness.! 

Marketing organization, policy, and practice have been subjected to 
an increasing amount of formal social control during the last twenty 
years. There has been a certain amount of formal control— the amount 
varying with the political and social philosophies of the times — over 
marketing activities from the early development of commerce and 
trade. The medieval town governments, for example, attempted to 
prevent the flow of goods to market from being artificially controlled by 
making certain obstructive acts illegal. Thus forestalling — the purchase 
of a large quantity of goods before they reach the market so as to get 
than at a low price and thereby realize an unreasonable profit by reselling 
at a high price — for example, was forbidden; likewise regrating — the 
purchase of all the goods in the market for the purpose of reselling them 
at a higher price — was not permitted. Engrossing — holding goods off 
the market while waiting for a higher price— was illegal. The doctrine 
of the just price 1 was widely held during this period. 

As a nation develops and its form of civilization becomes more com- 
plex, conflicting economic and social interests arise. In a country such 
as the United States, winch is organized on the basis of private property, 
individual initiative, and the profit motive, the tension arising from such 
conflicting interests becomes, at times,* quite strained. As a result, 
demands for government control in the form of regulation, prohibition, 
and even state ownership and operation of certain activities are made. 
Social control, expressed through common, statute, and constitutional 
law, and through the decrees of bureaus and commissions, is much 
ip evidence in the field of marketing. 

Recent Trends toward Centralized Control— There has been a 
very decided trend toward governmental participation in the affairs 

1 A fast prise was commonly thought of as one that would give the producer a 
juM Bring, that is, suitable to his station in life. See “Just Price in a Functional 
Economy,” by B. W. Dempsey, & J., in the American Economic Berime, September, 
ISM, pp. 471 $. 
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«rf its nationals since the first edition/of this book was published in 1931. 
The trend was in evidence in many parts of the world at time, 
especially in Russia, Japan, Mexico, and Italy. These countries were 
later joined by Germ thy in the development of centralized gove rnmenta l* 
control over economic as well as political and social activities. Countries 
throughout the world, as we have noted previously in our 
have established a high degree of centralized control over foreign trade 
and finance. This practice wqp usually followed by establishing, or 
attempting to establish, governmental planning and centralized control 
over domestic production, commerce, and finance. The reason for this 
trend was the conclusion reached by some economists, sociologists, and 
politicians that the cause of the depression and the reason for its long 
continuance were the lack of united and intelligent action on the part of 
business men. 1 The way to remedy this situation, according to the 
contention, was to develop centralized planning and control under 
government leadership. This philosophy of the relation of government 
to business found expression in thi^ country in the so-called New Deal 
legislation of the 1933-1936 period. The laws providing for the N.E.A. 
and the A.A.A., the Cotton Control Act, the Communications Acts, 
the Gold Reserve Act of 1934, the Securities Exchange Act of 1934, 
the Silver Purchase Act of 1934, the Jones-Costigan Sugar Act, the 
Wagner labor and the Guffey coal laws of 1935, and a number of others 
accomplished this centralization, on the statute book, in short order.* 
During the 10-year period following the war there was a popular 
demand for “less government in business,” but when the depression 
of the 1930’s continued through the second, third, and fourth years, a 
great popular demand arose for “more government in business.” In 
fact, many business men, merchants, manufacturers, bankers, farmers, 
and others begged for government planning, regulation, and control. 
A large ^proportion of them perhaps wanted control and regulation for 
their competitors rather than for themselves. Many business people 
believed that “cutthroat competition” was driving the country to 
destruction, mid that the onty solution was for the government to 
“fix prices” and regulate production. The national election of 1932 
produced a group of new officials who were willing to meet this new 
demand. These officials were able to secure the services of a number 
of young university professors who believed the opportune time had 

1 It vm also argued that selfishness, greed, and crookedness on the part of indus- 
trial and hanking executives were important contributing factors. 

* It is interesting to note, however, that before these controls were put into offset 
the Eighteenth Amendment to the Federal Constitution, which prohibited the produe- 
tioa and marketing of alcoholic beverages, was repealed. For an interesting discus- 
**°u of New Deal legislation see, “Legality of the New Deal,” Fortune Mag., Septan- 
bw .l®W,pp.68#. 
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arrived to introduce national plAming and centralised control over 
many economic activities. Rugged individualism and biases fains, it 
. was argued, had been weighed and found wanting. The institution of 
private property and the prestige of individual Initiative were placed 
under a cloud of disapproval. Commissions were appointed to collect . 
information and to plan long* and short-range economic and social 
policies and projects; and administrations and bureaus were established 
to organize, supervise, regulate, and control production and marketing 
activities. New regulations controlling* prices, wages, interest rates, 
hours and conditions of labor, quantities and qualities of production, 
and marketing methods, organizations, and practices were formulated 
and pat into operation. \ 

Not all business men, professors, find consumers, however, Were in 
favor of all the various plans for centralized control. The following 
quotation represents an opposing view . 1 1 \ 

Among these lighthouses for business and social guidance, the one, perhaps, of 
greatest importance is that which warns of the certainty that any undue concen- 
tration of power will be abused. It matters little whether etch power rests 
in the hands of capital, or labor, of farmers, or manufacturers; of those who have, 
or those who have not; of a business department, or of government itself — the 
abuses of power follow with remorseless certainty when concentration occurs, 
and checks and balances are removed. 

Great business enterprises that have set up highly functional and centralized 
organizations have had to revert, in due course, to decentralized authority. 
The founders of our own government, Thomas Jefferson in particular, emphasized 
and reemphasized the need for compromise and for checks and balances — and 
in this they were reading only the plain and enduring lessens of human history. 

The dangers in excessive centralization of power lie less in human viciousness 
than in the limitations of even the best of human intelligences, and in that loss 
of balance and perspective which seems to be the price inevitably paid by those 
who acquire great power. The temporary reward for a concentration^ fk> wer 
may be increased speed and progress — but the end is shipwreck. 

With this introduction to give us perspective, let us survey briefly 
the fundamental legal concepts underlying the relationship existing 
between the buyer and the seller. 

The Contract of Sale and Purchase. — Those who engage in marketing 
assume certain duties, obligations, and liabilities; they are entitled also 
to certain rights and remedies, and are subject to certain definite conse- 
quences that result from the sales contract.* A contract of sale is an 
agreement whereby the seller transfers or agrees to transfer his property 

1 Jamas W. Rook, The Management Review, Bull, of American Management Asso- 
ciation, July, 1935. 

* The Uniform Sales Act, which regulates the sale of goods, has been enacted in a 
large number of states. Thia act, in the main, follow* the old common law views. 
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kMgood» ^9 boyar for •* mpmj consideration called the “nice,?? 
When. result of the contract is to transfer the title to the buyerHhere 
is a sale; when the extract calls for the transfer of title at some later 
date, there Is only an Agreement to sell A sale or a contract to sell com-* 
prises a meeting of the minds of the buyer and seller as to the terms of 
sale, quality and quantity of the product, and the date and the conditions 
of delivery. The contract is not binding if fraud, undue influence, or 
duress has been used in consumrpatipg the agreement. * 

Obligations of the Seller. — Organized society says that the of 
goods owes certain obligations to the buyer. Among the more important 
ones recognized by the courts are: to deliver the goods in accordance 
■with the terms of the contract; to* deliver the quantity and the quality 
specified; to confer upon the buyer a good title to the merchandise; 
and to make good all representations and warranties expressed or implied 
in the contract of sale. 

The common law recognized a rule known as caveat emptor— let 
the buyer beware. The buyer was a&sumed to be intelligent and shrewd 
enough be *ble to protect his own interest. Public policy was sup- 
posed to be furthered by following this doctrine. There are, however, a 
few important exceptions to the full acceptance of the rule. The 
is assumed by the courts to give certain implied warranties nniw«i the 
contract specifically states otherwise. Thus there is an implied warranty 
by the seller that he has a right to sell the merchandise, that the buyer 
shall have and enjoy quiet possession of the goods, and that they 
be free from any charge or encumbrance in favor of any third party; 
that is, in words of the courts, a warranty of title is assumed to be 
furnished. When goods are sold on description, there is an implied 
warranty that the goods delivered shall correspond with the description. 
Goods sold by sample must correspond with the sample, and be free 
from* any defect rendering them unmerchantable which would not be 
apparent on reasonable examination of the sample. 

If the seller violates these implied warranties, the courts grant the 
buyer certain remedies. Thus binder certain conditions he may rescind 
the sale, return the goods and recover the purchase price, or keep the 
goods and sue for the breach of warranty. 1 

Obligations of the Buyer . — The buyer likewise assumes certain specific 
obligations after the contract of sale and purchase is made. The more 
important ones are to accept and to pay for the goods. If the price 
has been agreed upon, that amount must be paid. If no price is agreed 
upon, a reasonable price, viz., the market price, is commonly accepted. 

1 The law* provide special remedies when the goods are still in the possession of the 
seller, in transit, or have not been paid for. For a discussion of these technical 
Pohrts, consult an approved oollege textbook on commercial or business law. 
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If the time is not specified in the ooWaqt, and the intention of the parties 
at the time of the transaction is unknown, then the time of payment is 
. generally considered to be concurrent with delivery* 

Because some sellers follow practices that are usurious to the interests 
of the public and are unfair to competitors, the federal and state legisla- 
tures have passed laws designed to protect the interests of the buyers 
and to establish and maintain competition among sellers on a fair and 
ethical bads. , # 

In order to protect both the buyer and the seller, and to supply the 
courts with reliable evidence as to the intent of the contracting parties, 
a number of the states have enacted laws that follow rather closely the 
provisions of the old English Statute ^)f Frauds. Thus the sale\of goods 
of a value above a certain specified amount must be evidenced (1) by 
acceptance and receipt of the goods or a part of them, or (2) by the pay- 
ment of some part of the purchase price, or (3) by some note or\memo- 
randum in writing signed by the party to be charged or by his' lawful 
agent. A contract to sell land, hfiwever, can be evidenced only by a 
formal written document. t ( 

Governmental Regulation in the Field of Marketing. — The manu- 
facturers in the United States at an early date sought the assistance 
of the government in giving them preference in the home market by 
means of a protective tariff. Pure food and drug laws have been passed 
for the purpose of protecting the health of the consumer. Antitrust 
legislation has been enacted, designed to preserve competition and to 
protect the consumer from high prices, poor service, and low quality. 
The competitive practices among manufacturers and among merchants, 
and between these two groups, are closely scrutinized by state_ and 
federal officials. Laws authorizing the creation of machinery for regulat- 
ing the prices of the services of such industries as common carriers and 
public utilities have long been in force. 1 The marketing practiced of a 

1 Congress passed the Interstate Commerce Act, authorising the creation of the 
Interstate Commerce Commission, in 1887. This body is assigned the task of regu- 
lating transportation rates and otherwise regulating and supervising certain activities 
of transportation companies. The Sherman Antitrust Act was enacted in 1890, and 
was supplemented in 1914 by the Clayton Act. The Federal Trade Commission is 
authorised to regulate certain phases of interstate commerce through inquiry into, 
tad examinat ion of, the methods used in marketing to determine whether unfair 
prac t i ce s are bring indulged in, or if the acts are in restraint of trade. If so, the 
Commission is to issue an order to “eease and desist.” These orders are subject to 
court review if the company affected thinks they are unjust. Some other important 
laws that affect marketing practice are: the Uniform Sales Act, Uniform Warehouse 
Receipt Law, Uniform Bill of Lading Act, Uniform Stock Transfer Act, Negotiable 
Instrument Law, Packers and Stockyard Act, the Agriculture Marketing Act, a 
number of postal laws— among which is the Parcel Post Law; and, of course, much of 
tfie New Deal legislation. 
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number of professional groups, .sue! as physicians, lawyers, de ntist* , 
teachers, accountants, druggists, and real estate brokers, are nguittfid 
to a considerable extent by statutory laws. Special legislation 
the marketing organization, policies, and practices of oo^ert* / 
tive associations, labor unions, banks, insurance companies, and 
many other forms of enterprises is ^n operation and is bong added to 
constantly. 

Limitations on Marketing Prtictite.—A firm desiring to extend the 
market for its product througlrdeveloping new uses for its TTmrehn.n«*ia« ) 
securing new users, and by divesting competitors of their customers 
must observe certain rules of law and orders of commissions which 
its choice of methods. The courts and commissions are likely to 
any policy or practice under consideration from the point of view indi- 
cated by the following questions: 1 (1) Is the end sought, *.e., fu rthering 
one’s trade success, legitimate and worthy of legal protection? (2) Are 
the means used legitimate and fair? 

The operation of some forms of business is forbidden on the gro und 
that they are contrary to sound social policy. Thus the sale of narcotics * 
and a number of other products is prohibited. The federal government 
issues patents, copyrights, and franchises granting monopolies to private 
individuals and firms in order to encourage inventions, promote literary 
and artistic development and to protect the public from undue exploiter 
tion. The performance and sale of some services, such as the postal 
service, are monopolized by the federal government. 

The question with reference to methods used raises the question as 
to what means anc| practices of the seller are legitimate and fair, and 
what ones are unfair. The determination of these facts requires an 
examination of the relation of the seller to the public, to the trade, and 
to his competitors. 

The “Machinery of Regulation . — Experience has proved that modern 
marketing organization, practices, and problems are too complex to be 
satisfied by the common and equity laws; recent experience also estab- 
lishes the fact that statutory fhw cannot foresee and provide for many 
of the exigencies that rise during the evolution of modem m a rketing 
practice. As a result, it has been found advisable to set up a commisrioo 
whose duty is to survey the general field of marketing policy and practice 
&nd to examine specific instances to determine whether the polio®® 
And practices questioned are legitimate, fair, or unfair. The e s tabh a b - 
ment of the Federal Trade Commission is a recognition of the fust, tint 
“tiie law as a means mid not an end, should not be stationary, 
should be capable of modification, adaptation, and reinterpretstiott'ixi 
the light of. conditions and new thought hi the fields of puhbe 

* Cyspaneer, W . H- La w and Business , Vol . II , p . 4 . 
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activity which It serves .” 1 The* code authorities attempted to go 
farther than the Commission could under the law. 

. The Federal Trade Commission . — The Sherman Act was designed to 
break up monopolies and to prohibit any acts that were considered to be 
in restraint of trade or commerce among the several states. The Clayton 
Act is more specific in that it make? the discrimination in price between 
different purchasers unlawful if the discrimination tends substantially 
to lessen competition or to create a monopoly. Ttye law does not prevent 
price differences based on differences in £rade, quality, quantity, or in 
costs of transportation and selling. Different competitive situations 
were also to be given due consideration. A seller was to be permitted to 
choose his own customers so long as his practice was not in restraint of 
trade. \ 

The function of the Federal Trade Commission is to examine the 
Conduct of “any person, partnership, or corporation” engaged in V’nter- 
ftate commerce to determine whether certain specified practices con- 
stitute unfair methods of competition in commerce. The Commission 
may act upon a complaint of any competent individual or may proceed on 
its own initiative. The Federal Trade Commission Act declared 
unfair methods in commerce to be unlawful, and empowered and 
directed the Commission to prevent the use of such unfair methods of 
competition.* 

Unfair Practices. — A difficult situation immediately arises in attempt- 
ing to determine what practices are unfair. There is, obviously, much 
room for differences of opinion. Congress recognized this fact and 
provided for the examination of the Commission’s decisions by federal 
courts upon an appeal by the affected party. The courts have, in fact, 
on numerous occasions reversed the Commission’s decisions. No 

attempt has been made by the Commission to define “unfair methods” 

• • 

1 Harvard Business Review , Vol. IV, No. 8, p. 382. 

* Congress lias specifically exempted certain types of organised effort from the 
Sherman and Clayton acts and the supervision of the Federal Trade Commission. 
Thus labor unions and agricultural cooperative associations are not now subject to 
prosecution because of monopolistic tendencies growing out of their particular types 
of organisation. The railroads, banks, and public utilities have their own specialised 
regulatory commissions. Production of oil, transmission of messages and intelligence, 
the carrying on of export trade, and a number of other activities have been expressly 
exempted from the operation of the antitrust law. Apparently, the law is still in 
Ml force with reference to import trade transactions, and to the domestic marketing 
of manufactured goods. Even in these fields the recent activities of trade associations 
and trade practice conferences lead one to wonder whether the widespread use of the 
antitrust law has not become somewhat antiquated. During the era of the N.R.A., 
enforcement of the antitrust laws was frankly ignored by the federal government. 
After the demise of N.B.A. the Commission invited industry to submit voluntary 
codes for approval. 
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in general terms. Each case is treated as an individual problem. The 
facts in Hie particular case determine whether the acts are unfair * 

■ During the course of years that the Commission has been in operation , 
it has declared several hundred acts to be unfair. For the purpose of 
this discussion, these unfair practices may be grouped under two major 
headings, viz., unfair practices that^directly affect the interests of the 
public, and those that affect the interests of competitors. 

Unfair Practices That Affect tike interests of the Public.— The eager- 
ness of some sellers to extends the market for their goods causes them 
to lose sight of the welfare of the consumer. Those producers, mer- 
chants, and marketing agencies that can most effectively and satis- 
factorily serve the buyer deserve t*o succeed. A firm, however, may be 
eminently successful, yet be grossly inefficient. It may, through the 
power of great financial resources or dishonest and unethical practices, 
crush competing firms which may be more efficient and more worthy of 
public patronage. The consumer as an individual is hardly in a position 
to protect his interests against such ‘unscrupulous practices. Organised 
society gcting. through its legally constituted supervisory body, the 
Federal Trade Commission, can be more effective. It should be kept in 
mind, however, that the jurisdiction of this body is limited to interstate 
commerce. The malpractices of the local retailer, wholesaler, and 
manufacturer have to be handled by state authorities, the better business 
bureaus, and trade associations. 

Retailers use unfair methods when they advertise greatly reduced 
prices, fire sales, bankrupt stock, and removal sales, when, in fact, they 
are merely selling their regular merchandise in the normal way. The 
conqpmer is led to believe he is securing good values at greatly reduced 
prices, when, in fact, he may be offered inferior values at exorbitant 
prices. The merchant in such instances is attempting to take advantage 
of tBe ftuth and the ignorance of the consumer. A similar form of 
dishonest practice is engaged in by those merchants and manufacturers 
who advertise furniture as solid mahogany, walnut, or oak, when it is 
only veneer, or, worse still, a^heap grade of inferior wood stained in 
such a manner as to deceive one who is not familiar with the different 
kinds of wood. Clothing, blankets, and other textile products have been 
proclaimed to the public as being constituted of wool and silk, when only 
a small amount of these materials was present in the fabrics. Mattresses 
have been sold as containing new and fresh felt, cotton, and otheT accepta- 
ble materials, when, in fact, they were stuffed with dirt, refuse, and 
other inferior and unsanitary filling. 

* Unfair competition, according to the Pan-American Trade-Mark Conference, is 
every act or deed contrary to commercial good faith or to the normal and hoMSt 
development of industrial and business activities. 
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The flowing news release issued by th& Federal Trade Commission 
on May 22, 1935, illustrates the type of control exercised by this govern- 
f mental agency. ^ 

The Federal Trade Commission has ordered sixteen companies engaged in the 
dressing and dyeing of furs, and one importer, in New York City and its vicinity, 
to cease and desist from misleading representations in the sale of their products* 
All of the respondents consented to the orders. 

Description of furs in any way other thaif by the use«pf the correct name of the 
fur as the last word of the description, is prohibited in the orders. When any 
dye or blend is used to simulate another fur, the true name of the fur appearing 
as the last word of the description must pe immediately preceded by the word 
“dyed” or “blended,” compounded with the name of the simulated fur A 

Use of the word “seal” and the words “Hudson seal,” alone or in connection 
with other descriptions, are not to be used unless and until they are compounded 
with the word “dyed” and followed by the true rihme of the fur, as “serf-dyed 
muskrat,” “seal-dyed cony,” “Hudson seal-dyed muskrat,” or “Hudson seal- 
dyed cony.” • 

The order prohibits employing the word “seal” or the words “Hudson seal” 
alone or in combination with other words (regardless of corpoAte nrfme, trade 
name or trade mark), except that the words “seal” or “Hudson seal” may be 
used as adjectives to describe the color or character of the dye of such fur, as 
“seal-dyed muskrat,” “seal-dyed cony,” “Hudson seal-dyed muskrat,” or 
“Hudson seal-dyed cony.” 

Fruits and vegetables have been preserved by the use of chemicals 
that are harmful to the consumer. Adulterated foods and drugs have been 
sold as first-class goods. Because of the nature of such products and the 
method of packaging, it is obvious that the consumed is not able to judge 
the quality. He necessarily must depend upon the honesty of the 
manufacturer and the merchant. When these business men become so 
unmindful of the welfare of the consumer as to resort to such unfair and 
dishonest practices, they should not be surprised when the outraged 
citizenry secures the enactment of drastic laws designed to eliminate 
these abuses, or that honest business men devise means, such as the 
better business bureau and truth-in-advertising legislation, to control 
the small minority of malpractors. 

Some merchants pay their salesmen extra bonuses if they succeed in 
selling their out-of-date, shopworn, or otherwise undesirable articles to 
some of the unsuspecting customers. The extra incentive encourages the 
salesman to make untruthful and exaggerated statements. Such prac- 
tice will probably do the merchant more harm than good, as the customer 
is likely to learn eventually that he has been tricked. When be does, 
he will surely not have a very friendly feeling toward the firm. The 
more businesslike method would be to mark down the price and dispose 



SQitM ASPB®m m tpRMAL SOCIAL WNT&OL tN MARKETING $$$ 

o I tib® article in the usual way. fHher unfair practices e otaetirae fl 
encountered by the consumer are: the delivery of merchandise not quite 
equal to the quality described in the advertisement, promised by the 
salesman, or indicated by the sample; the giving of short measure — 
packages may not contain the specified amount, the containers may have 
false bottoms, the scales may give short weights, or the clerk may hold 
his hand on the scales or not complexly fill the measure. A number of 
states have passed laws providing foj periodic investigation of weighing 
and measuring device^! Federal laws require that the amount of the 
contents of bottles, buckets, and other containers and packages be 
printed in a conspicuous manner on the outside of the container. 

The Control of Resale Prices,— ^The Sherman Act clearly prohibits 
business firms from entering into agreements to fix or control prices. 
Such acts are interpreted as being in restraint of trade and tending toward 
monopoly. They are interpreted as being against the interests of the 
consumer. The right of the owner, however, to fix the price at which 
his property shall be sold or used “is dn inherent attribute of the property 
itself.” 1 JHe c$n refuse or cease to sell to anyone for any reason or no 
reason. Manufacturers, however, have repeatedly attempted to form 
agreements with dealers to maintain a certain resale price. The general 
tenor of the Sherman Act and of the Clayton Act is against such prac- 
tices. Some manufacturers have devised many ingenious methods in 
their attempts to circumvent the laws. 

The producers that have spent large sums of money in advertising 
their products dislike to see the large-scale retailers use them as loss 
leaders. The manufacturers claim that the sale of these goods at greatly 
reduced prices injufes their prestige and causes independent dealers 
to refuse to handle their goods. This, it is claimed, results in great loss 
to the manufacturers. A large number of cases dealing with the manu- 
facturers* attempts to control resale prices have been taken up by the 
Federal Trade Commission, and many orders to cease and desist have 
been issued. The following discussion indicates the opinion of the 
courts. * 

Attitude of the Federal Courts toward Resale Price Maintenance.—* 
An analysis of some of the decisions of the courts and orders of the Com* 
mission is helpful to the extent that it indicates the original policy of 
these bodies. These r ulin gs cannot be taken too literally, however, as a 

* There in a d efinit e limi tation that the student should not forget. Businesses 
“affected with a public interest” are subject to a certain amount of government 
regulation and control. Thus railroad, public utility, and telephone rates are subject 
to federal and state regulation. Some legislators apparently wish to designate a 
number of other business activities as being so endowed. Thus milk has been classed 
as a “public utility ”; some nat ural resources, such as coal and petroleum, are believed 
to be "endowed with a lar ge amount of public interest” by many interested parties. 
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small difference in the facts of a giVen case may lead to a decision which 
might not be expected. Under present practice of the courts there are a 
, number of methods which the manufacturer cannot use to secure a 
standardized resale price. Thus the Federal Trade Commission, sup- 
ported by the courts, has seemingly firmly established the doctrine that 
the fixation of the resale price by cooperative means constitutes an 
unfair method of trading. 

A survey of the cases brings to lights number of practices which have 
been judged to be of a cooperative naturoor otherwise objectionable, and 
for which orders to cease and desist have been issued. Thus in the 
Houbigant case 1 the Commission decided the following acts td be of a 
cooperative nature: # \ 

1. Entering into contracts, agreements, or understandings with \dealers, 

distributors, or any of them for the resale of the manufacturer’s products at 
prices fixed by him. ' 

2. Procuring either directly or indirectly from dealers promises or assurances 
that the resale price fixed by the manufacturer will be observed by the dealer. 

3. Requesting dealers to investigate and report to the firm th3 names of other 
dealers who do not maintain the resale price. 

In the Q.R.S. Music Company case the Commission disapproved, with 
the sanction of the court , 2 of the following practices: 

1. Requiring promises or assurances from dealers who have been cut off 
because they were cutting prices, that they would in the future maintain the 
fixed resale prices as a condition of reinstatement. 

2. Attaching any condition expressed or implied to purchases made by dis- 
tributors or dealers to the effect that they shall maintain Vesale prices set by the 
manufacturer. 

3. Refusing or threatening to refuse sales to dealers who have been reported 

by other dealers to be price cutters. « . 

The Commission, with the approval of the court, expressed disap- 
proval of the following practices in the Hill Bros, case:* 

1. Requiring purchasers or prospective purchasers to agree not to resell 
below a minimum price specified by the manufacturer. 

2. Utilisation by tills firm of its salesmen for the purpose of enforcing cooper- 
ation in the resale price maintenance plan, by reporting dealers who do not 
observe the resale price. 

3. Compiling lists of dealers as undesirable purchasers who are not to bo 
supplied with the products of the firm unless and until they give satisfactory assur- 
ances of their intention to maintain the resale price fixed by the manufacturer. 

1 Federal Trade Commission Docket 1260, Apr. 2, 1026. 

*12 Fed. (2d) 730. 

*« Fed. (2d) 481. 
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There are other practice^ that, ha^fe been condemned by the Commis- 
sion, such as: 

1. Solicitation and sAsuring from customers or prospective customers them- * 
selves or from dealers or trade associations information as to whether or not such 
customers or prospective customers do maintain the fixed resale price. 

2. Soliciting and securing reports frcvn customers of customers who do not 
maintain the resale price. 

3. Requiring an extra^ price fron) prise cutters during a probation period as 
a condition on which they may be reinstated on the regular basis. 

What Can a Firm Do? — While a firm has the privilege of selecting 
its customers and has the right to suggest the resale price, yet the cases 
cited above show only too clearly that it must be very careful about the 
methods used in exercising the right. Interpreting the policy of the 
Commission on the basis of decisions rendered prior to the code era, it 
appears that a firm may use the following methods in its attempt to 
maintain resale prices: « 

L Reguest its customers not to sell its products at less than a stated minimum 
price. 

2. Refuse to sell to a customer because he resells below the requested mini* 
mum price or because of any other reasons. 

3. Announce in advance its intention to refuse to sell. 

4. Inform itself through its soliciting agents and through publicly circulated 
advertisements of customers which come to its attention and through other 
legitimate 1 means, without any cooperative action with its other customers or 
other persons as to the prices at which the product is being sold. 2 

T£he firm may, when the method is feasible, control the resale price 
by establishing and operating its own retail outlets and branches. It can 
use the consignment method, thereby retaining the ownership of the 
goodS aifd all the rights and privileges that go with ownership. The 
firm may, within certain limitations, establish agency contracts with 
dealers and thereby be in a strategic position to suggest prices. This 
plan, however, is not practicabl«?when goods are sold through wholesalers. 

Attempts to Legalize Price-maintenance Agreements. — The legal 
difficulties encountered by the producers and merchants interested in 
the control of resale prices have led them to work for the passage of a 
law that would permit the practice. The Capper-Kelly bill is designed 
to meet this desire. To be more specific, the stated purpose is “to give 
the vendor erf a trade-marked or branded article the legal right to con- 
tract for the resale of that article at a stipulated price, and that the 
vendee will require a similar contract on resale.” 

1 ItaSo* are the writer’s. 

‘Cream of Wheat case, 14 Fed. (2d) 40, U.S. Circuit Court of Appeals, 3th Orcuit. 
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If this act should become a laf , contracts providing forthemainte- 
nance of rente prices would become legal and enforceable in the tew 
' courts. The bill at one stage of its hectic course rantained the following 
provisions: ' 


That no contract relating to the sale or resale of a commodity which bears 
(or the label or container of which beats) the trademark, brand, or name of the 
producer or owner of such commodity, and which is in fair and open competition 
with commodities of the same general dass produced by others, shall be deemed 
to be unlawful, or against the public policy of the United States, or in restraint 
of interstate or foreign commerce, or in violation of any statute of the United 
States, by reason of any agreement contained in such contract: l 

1. That the vendee will not resell sucn commodity except at the price stipu- 
lated by the vendor; and/or \ 

2. That the vendee will require any dealer to whom he may resell such com- 
modity to agree that he will not in turn resell except at the price stipulated by 
such vendor or by such vendee. 

* 

It will be noted that the bill is applicable only to trade-marked goods 
that enter into interstate and foreign commerce. Intrastate transactions 
are under the jurisdiction of the various state courts . 1 Furthermore, 
the act does not legalize any contract or agreement between producers, 
or between wholesalers, or between retailers as to sale or resale prices . 2 
Provision is made to meet certain emergencies; thus the commodities 
under contract may be resold without reference to such agreement, in 
closing out the owner’s stock; in case the commodities have become 
damaged or deteriorated in quality; or they may be sold out at a reduced 
price by a receiver, trustee, or other public officer acting under the 
orders of any court.* » 

Unfair Practices against Competitors . — A number of unfair methods 
of competition appear in the attempts of manufacturers and njerefrants 
to establish, maintain, and extend the market for their goods. One 
is to cut prices with the intention of not only extending the market for 
their goods hut also to crush the competitor and secure his customers. 
The next step after the competitors have been eliminated is to raise 
prices higher than they were during the time of. normal competition and 
thereby injure the consumer. When price cutting leads to monopoly, 

1 During 1935, eight bills introduced in state legislatures became laws legalising 
some form of price maintenance ; fifteen were killed or died before they could be passed ; 
three were passed by the legislatures but were vetoed by the governors. 

* See. 8 of the bilL 

* Sec. 2 of the bSL This bill lay dormant during the N.R.A. regime, when codes of 
“fair competition” were permitted. The sponsors felt they could attain their objec- 
tives through the code provisions. After the demise of the codes, however, the 
sponsors of the Capper-Kelly lull again became active. 
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it is i&egal. If a firm redupes pricey in fine with its lower costs of pro* 
ductioa, the act is not illegal or unfair, even though the price is materially 
below that of competitors. The management under such circumstances 
should receive the commendation of organised society as a public bene*** 
factor* The situation is entirely different, however, when a firm with 
wide distribution reduces prices in one territory or district for the purpose 
of driving out financially weaker competitors, and maintains or even 
raises prices in other districts wlwre there is no appreciable competition * 1 

The method may liiake a different form, as when a large corporation 
utilises an undisclosed subsidiary to cut prices while the parent company 
religiously maintains the regular prices. The odium of price cutting fails 
on the bogus independent while 'flbe real offender may remain in high 
esteem. A firm may maintain the customary price on its regular products 
but put out the same quality of product in a different package, under 
another label, and cut thd price on this new line with the intention of 
driving out competition and establishing a monopoly. Sometimes 
unbranded goods are used for prifee-cutting purposes. Again, prices 
may bejmaintpined, but excessively liberal credit terms, trade-in terms, 
delivery, and other services may be given which virtually reduce the 
price charged the buyer. Prizes, premiums, stamps, and other “free” 
goods and services are used to give the same effect as price reductions. 
These practices, it might be argued, should be welcomed by the buyer. 
Such might be the case if they were made in good faith, but when they 
are followed for the purpose of reducing competition and ultimately 
raising prices, the best interests of the consumer are not served. 

There is a long list of miscellaneous dishonest, unethical, and unfair 
methods. Thus a ffirm may hire men to follow the representatives of its 
competitors, as they visit their customers and prospective customers. 
The purpose is to get a list of its competitors’ prospects and customers, 
and then try to sell them its own product. Frequently the customers 
are urged to break their contracts; the competitors are defamed; and 
their goods disparaged. Some firms have even gone so far as to tamper 
with, for instance, the machinery sold by a competitor so it will cause 
dissatisfaction and the customer will cease his dealings. Threats against 
customers of competitors have been made so as to force them to turn 
from the original seller to the aggressor. The employees of competitors 
have been hired at unreasonably high pay so as to secure from them 

1 There seems to be no legal restraint against the reduction of prices on a single 
or limited line of products by a merchant selling an extensive list. Thus grocery and 
drug chains out the prices of cigarettes, much to the discomfiture of the more highly 
specialised tobacco chains . The former depend largely upon their non-tobacco 
products for profit, while the latter appear to be helpless unless they diversify their 
activities. Tins practice ceased during the period of the codes, but reappeared 
shortly after the court decision. 
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important trade secrete; espionage, an4 stealing have been usedferthe 
same purpose. 1 

. The use of tying contracts, exclusive agencies rebates, and refunds 
is illegal when they tend to create a monopoly, restrain trade, or sub- 
stantially reduce competition. Influencing dealers to refuse to handle a 
competitor’s products, thus depriving him of suitable channels of dis- 
tribution, is unfair. The use of threats, intimidation, and other high- 
handed methods to force dealers to f hai#dle the complete line of a manu- 
facturer is illegal. A concerted and extensive Ubycott of a producer’s 
goods and the blacklisting of the producer or merchant are /usually 
regarded as unfair practices. | 

Unfair Practices, According to tile Codes . — The opinion of b large 
group of producers and merchants as to what actions should be classed 
as unfair is indicated by the provisions in the now defunct codes. The 
following table gives the twenty actions that were most frequently 
mentioned in the first 200 codes approved. The table lists the practices 
believed to be unfair, and the number of times each was barred in the first 
200 codes. These figures clearly indicate the code makprs’ interest in 
prices. 


Unfair Practices 1 

Cost, selling below 

Bonuses, rebates, unearned discounts 

Bribery 

Defamation of a competitor 

Discrimination between customers 

Misrepresentation 

Contractual relations, interference with 

Price cutting below published list 

Invoicing, improper 

Advertising, false or misleading 

Marking or branding, false. 

Distress merchandise, disposal of 

Piracy 

Consignment sales and/or shipments . . . # 

Price guarantee , 

Transportation allowance 

Price increase greater than justified by conditions 

Espionage 

Substitution 

Free deals 

1 This M wm published in Domestic Commerce. 


No. of Times 
It Appears 
... 146 
... ISO 
... 119 
... 115 
...102 
... 101 
...100 
... 100 * 

... 90 


82 

76 

72 

61 

58 

51 

43 

41 

36 


Legalizing Restrictive Activities . — Since retail merchants are not 
engaged in interstate commerce, some retail merchant associations have 
been active, in a number of states, in securing state legislation and city 
ordinances that aid in reducing competition by preventing the operation 
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of certain types of selling. While there is no doubt about the unfairness 
of some of the retailing metkods’usea, one has difficulty in discovering 
any unfairness in other methods about which the merchants complain. 
It appears in many instances that the local retailers, instead of fi ghting 
against practices that tend to restrict trade and promote monopoly/ 
are striving to prevent and reduce competition. They are, in other 
words, working for their own selfish interests rather than protecting 
the welfare of the public. Taxef are levied and fees charged by local 
governmental bodies, ill an attepipt to prevent peddling, house-to-house 
selling, chain-store operation, and other forms of retailing that are 
likely to reduce the sales of the local merchants. When these newcomers 
use unfair methods or false advertising, or make untruthful statements, 
give short weights, and otherwise attempt to deceive and swindle the 
consumers, they should be dealt with severely. 1 But when they follow 
well-accepted or efficient methods and sell dependable merchandise, 
the interests of the consumers rather than those of the dealers should 
govern the actions of the city councils, better business bureaus, and 
the state legislatures. 

The fallowing summary of a report made by Dr. Ryan indicates, very 
briefly, some forms of local governmental regulation of marketing 
activities.* 


Out of approximately 130 activities of retail merchants, which cover all 
operations in the field of retail distribution, about 25 or 30 activities were found 
to be normally subject to some regulations of municipalities. There are gener- 
ally special ordinances affecting specifically about 50 kinds of businesses, account- 
ing for about half of the retail business of the country, and licensing regulations 
are common for all tyjAs of business. 

Some of the ordinances common to many cities deal with the regulation of 
store location (toning), weights and measures, food inspection; use of sidewalk 
displays, signs and awnings, billboards; and protection against fire hazards. 
Some cities have comprehensive regulations covering door-to-door selling, clos- 
ing-out” sales, distribution of handbills, Belling through vending machines, and 
other or dina nces which exert a wide influence on all retail merchants in the 
community. All cities should haveVdinances to: (1) regulate location of stores, 
(2) control use of public property, (3) protect health, (4) prevent deception of the 
public, (5) prevent retail sales of stolen goods, and (6) reduce fire hazards. 


Ten states, among which are California, New York, Wisconsin, and 
New Jersey, have passed laws that permit fixing the resale prices 


1 Unfair competition, embracing ail acts characterized by 1 
fraud, or oppression, including commercial bribery, is wasteful, despicable, 

public wrong. ^ ana 

* <‘How Cities Control Retailing,” quoted from Soles Management, pp. 

Nov. I, xm< 
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identified merchandise through a contract, expressed or implied, between 
the producer and the wholesaler or the retailer, under certain restricted 
conditions. These laws have not been thoroughly tested as to their 
constitutionality. There is some doubt as to wirether they will survive 
such a test in their present form. These laws, however, do not legalise 
price fixing among merchants and among manufacturers, as was the 
case with some of the codes. # 

Attitude of the Federal Trade Comnjpssion . — The following statement 
of the creed of the Federal Tradfe Commission expresses its point of 
view prior to the N.I.R.A. 

f 

Firms that follow the precepts of the golden rule need have no fear tfaht they 
are unwittingly violating the law. ; 

We do not believe that success is a crime, failure a virtue. 

We do not believe wealth presumptively wrong, poverty right. 

We do not believe that industry, economy, honesty, and brains should be 
penalized, their opposites glorified. 

We do not believe that big business and crooked business are synonymous. 

We believe that 90 per cent of American business is honesty is eager to obey 
the law. We want to help this 90 per cent. ^ 

We want to control or destroy the 10 per cent that is crooked. 1 

The Federal Trade Commission recommended the following amend- 
ments to the Clayton Antitrust Act. The purpose of the amendments 
is to increase the power of the Commission so it can head off “the steady 
trend toward monopoly.” 

To preserve equality among buyers by preventing sellprs from discriminating 
in price without limit whenever there was a difference in the quality or quan- 
tities sold. 

To maintain a competition between individual corporate units by making 
illegal the acquisition of control in one corporation by another, regardless of 
whether competition between the two is actually reduced as a result. 

To empower the Commission to compel the divesting of physical property 
acquired in violation of the proposed amendment immediately preceding. 

To extend the Commission’s jurisdiction to include unfair methods of com- 
petition and unfair or deceptive acts and practices “in or affecting’’ interstate 
commerce. 

1 Humphrey, William E., “ Not Guilty Until Proved,” System, p. 106, February, 
1967. It is interesting to note that one of the first acts of President F. 0. Boosevelt 
was to “summarily and arbitrarily” remove Mr. Humphrey from the Federal Trade 
Commission in 1933. The Supreme Court of the United States ruled, In 1980, that 
the President did not have the power to discharge such officials “without cause.” 
Mr. Humphrey had died in the meantime, so the personnel of the Commission remained 
utschsnged. The Commission, however, had been rather inactive during the period 
of the codes. 
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Hie Commission maintains that * 


The practice of givinK a large buyer disproportionately large discounts has 
»n recopiued as a powerful instrument in building up monopoly. Different • 
pnees are justified only on actual difference in costs 

k, amend f nent the P rioes charged would have to be reason- 

ably reUted to the differences in cost and could not be so great as to produce an 
unfair or unjust discrimination. 1 y 


We need rules and regulations thht promote competition on a higher 
plane than would normally be followed if free and unrestricted competi- 
tion were allowed. Regulation should not be based on the point of view 
that the inefficient should be protracted from the efficient. This policy 
would lead to higher prices which would be at the expense of the con- 
sumer. Society should not be forced, as a general practice, to accept 
rules that reduce or eliminate competition. Rules and regulations 
that take into consideration the reasonable and just interests of the 
buyer and the seller should be formulated. The interpretation and 
enforcement of these rules should be performed by a competent and 
impartiaP agency. The decisions of this agency should be subject to 
court review. 


Some Legal Aspects of Trade-mark Usage. — A manufacturer, 
merchant, or other person who has the initiative and ingenuity to place 
on the market a product that he thinks the public wants may identify it 
by a distinctive trade name, trade-mark, or package. The laws of the 
land encourage the exercise of such initiative by granting protection 
from unfair competition through copying or otherwise using the identify- 
ing feature in an attempt to take advantage of the goodwill created 
by the original user. Imitating the identifying features used in connec- 
tion with an article already on the market is regarded as an attempt to 
pass gS qpurious goods on the public as the genuine article, and is held 
to be unfair competition. The assumption is that the means used are 
dishonest; or that, by imitation of name or device, there is a tendency to 
create confusion in the trade a?jd enable the seller to pass off upon the 
unwary public his goods as those of another, and thereby deceive the 
purchaser; or that, by false representation, it is intended to mislead 
the public, and to induce it to accept a spurious article in the place of 
one it has been accustomed to buying. The determination as to whether 
there is infringement, and whether the welfare of the consumer has 
foea injured, sometimes presents a difficult problem. The situation 


1 The new wholesale tobacco distributors trade practice rules approved by the 
«*T.C. during the latter part of 1936, provide: (1) loss leaders, price discrimination, 
fad allowances are forbidden; (2) selling below cost not permitted. Cost is defined as 
invoice coat and replacement cost plus the cost of doing business. These provisions 
virtually duplicate the tobacco code under the N.R.A. 
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raises a question of fact which jnay, require careful investigation to 
answer. The testimony of the ordinary witnesses usually called before 
, the court may be unreliable. The services of an# experienced psycholo- 
gist may be necessary to determine whether the consumers have been 
misled or deceived. 

The Registered Trade-mark. — A ^manufacturer or merchant, in select- 
ing a trade-mark, should select one that can be registered , 1 and one that 
is not likely to be confused, in the^mild of the buyer, with some other 
existing form of identification. The name of a ^>lace or person, or one 
that is descriptive of the quality of the goods cannot be registered 
because they are not susceptible of exclusive use . 2 Even though a 
trade-mark may be registerable, it may be a poor means of identification 
because of its similarity to some existing mark or one that ip.ay be 
developed for the purpose of competing with^the original. \ 

Rights to the Use of a Trade-mark. — If a manufacturer wishes to 
secure a legal right to use a particular trade-mark, certain precautions 
must be taken. The commissioned of patents and the courts have held 
that the right to the use of a trade-mark can be established only through 
the use of the trade-mark on a specified article or class of goods. There 
is no such thing as property in a trade-mark except as a right appurtenant 
to the established business or trade in connection with which the mark 
has been used. A seller therefore has no property in the mark per se, 
but only in reference to his trade, and cannot prevent another seller 
from applying this mark to goods which are not of the same descriptive 
properties. 

The Beech-Nut Packing Company, which manufactures a wide 
variety of food products, was refused the right to register its trade-jnark 
for cigarettes which the company at the time did not manufacture or sell. 
The P. Lorillard Company , 3 a manufacturer of tobacco products, was 
using the same trade name, Beech-Nut, on some of its cigardttefl— • -the 
company had formerly used the name on a smoking and chewing tobacco. 
The packing company, which had been using the name on its food prod- 
ucts, attempted to obtain an injunctioif enjoining the tobacco company 

1 Some of the advantages derived from registration are: (1) It is primafade evi- 
dence of appropriation and use, but of course is not conclusive. (2) It constitutes a 
public notice of the mark selected, ».e. , constructive notice. (3) The mark is examined 
by an official who gives an opinion as to whether the identifying feature can or cannot 
be used as a legal trade-mark. (4) Registration establishes a prime facie case on the 
validity of the mark. (5) A case of infringement can be taken into the federal court*, 
which may be of distinct advantage. (6) The owner of the registered mark is entitled 
to triple damages in certain cases, e.g., willful infringement. 

* Neither can the pictures of the president, the flag, coats of arms or other insignia 
of the United States or of fraternal organisations be registered as trade-marks. 

• 299 Fed. 834. 
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from u sin g the trade name. The pourt refused the injunction on the 
wefl-established principle that “the establishment of the right to the 
use of a trade-marks on one class of merchandise does not necessarily 
carry the right to use the trade-mark on merchandise of different descrip- 
tive properties.” 

A Trade-mark for a Family of Products . — It is a well-settled doctrine 
that the same mark may be used by different concerns for diff erent 
articles. Prior use, however, V)f Jhe trade-mark by another firm on 
merchandise of different descriptive properties gives it precedence as far 
as that class of merchandise is concerned. A manufacturer sometimes 
encounters difficulties when he attempts to develop a family of products 
under the same trade-mark, if the* added new lines have been previously 
sold under similar trade-marks by another firm. The Beech-Nut case is 
an apt illustration. This doctrine of the courts definitely limi ts the 
freedom of action on the part of the seller. He may be prevented from 
grouping a variety of products under a “blanket” or “family” trade- 
mark. In addition, overemphasis 6f the doctrine that the right to the 
use of 41 trade-mark is usually confined to merchandise of the same 
descriptive properties causes considerable confusion in the mind of 
the buyer. For example, consider the case of goods of different proper- 
ties which are produced and branded by different firms, but have the 
same or similar trade-marks, and are sold by the same retailer. The 
consumer might be familiar with one product sold under a certain mark, 
and upon seeing a different kind of product sold under the same or similar 
mark, in the same store, might naturally assume it to be produced by 
the firm with whose product he is familiar. Thus he might logically 
thiijk that Polo cigarettes and Polo food products were produced by 
the same firm. 

It would seem that an economic viewpoint would demand that the 
ageftcie# through which the merchandise reaches the consumer be given 
as much consideration as the character of the merchandise. Thus if 
the merchandise reaches the user through the same retail outlet, and 
if the same or sim ilar trade-m&ks are used on goods of different descrip- 
tive properties, the buyer is quite likely to be misled as to the origin 
and ownership of the goods. This situation certainly presents an impor- 
tant problein to the creator of a given trade-mark. He should so design 
his proposed symbol as to prevent it from taking on not only any of Hie 
essential characteristics of one used on a competing line, but also of 
one that is used on a product that will reach the consumer through the 
same retail outlets. 

Adjusting the Trade-mark to Changing Conditions . — The user of a 
trade-mark, occasionally finds it desirable to modernise or otherwise 
revamp his old trade-mark. The question immediately arises as to 
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how far he can go without abandoning his hid identifying feature and 
•without creating the problem of establishing a new one. This question 
is difficult to answer. If the accumulated goodwilhis to be carried over, 
the new mark or name must be so much like the old one that the buyers 
will still be able to recognize it . 1 It is obvious that the revised mark 
should not be of such a character ^s to be easily confused with some 
already existing trade-mark used by a competing firm. 

A business having once established ids right to use a particular trade- 
mark must use it continuously in order to maintain this right. When a 
company abandons the use of a certain identifying feature, it losfes all its 
rights to such mark or symbol. The general rule followed in determining 
whether a trade-mark has been abandoned seems to be the intention of 
the owner. If, the user did not intend to abandon, under certain\ condi- 
tions, the legal right to the use of the mark may lie dormant for years. 

Trade Associations and the Law. — A trade'association is an organiza- 
tion of producers or distributors of a commodity or service built upon a 
mutual basis for the purpose of prolnoting the business of their branch 
of industry and improving their service to the public through the gompila- 
tion and distribution of information, the establishment of trade standards, 
and the cooperative handling of problems common to the production 
or distribution of the commodity or service with which they are con- 
cerned.* The association represents a cooperative attempt on the part 
of industry to solve the problems of trade relation and to develop a 
certain amount of self-regulation. 

According to former Attorney General H. F. Stone: 

Practically every industry has its trade association.. Many of these are 
operating along lines which are entirely lawful and of considerable benefit tij the 
members and to the public; some are groping in the twilight zone of illegality; a 
few are wholly illegal.' 

There is a strong desire among firms within an industry to reduce 
unfair and dishonest practices and to promote efficiency. There is 
always present, however, the temptation to extend their efforts, while 
attempting to accomplish these ends, so as to violate the antitrust laws 
and the rulings of the Federal Trade Commission. Agreements and 
concerted action are equally unlawful if the means used are illegal or if 
legal means are used to gain an unlawful end. An attempt to bring 
about an illegal concert of action is equally objectionable . 4 When there 
is, for example, a combination on the part of the members of a trade 

'The problem here is psychological rather than legal. 

* Adapted from a definition by the American Trade Association executives. 

•“Trade Association Activities,” Domestic Commerce Ser. 20, 1, TJ.8. Department 
of Commerce. 

•Ibid., p. 63. 
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association to secure conceited s^tioji which actually results in a restraint 
of commerce and in curtailment of production, producing an increase in 
price, it is clearly illegal. The codes attempted to make legal many of 
the desires of the trade associations. The codes furnished a legal device 
for coercing the recalcitrant “ten per cent” of an industry. 
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MANUFACTURER 

CmJtr XXII. — Source, of complaint, concerning unfair practice.. (PMUM in Domeetic 

Commerce, Apr. 30, 1936.) 


Trade .Abuses.— Among the more serious trade abuses complained of 
generally by manufacturers and merchants are unjust returns o mer- 
chandise, failure to deliver at appointed time, misrepresentation ^ 
merchandise by salesmen, unreasonable cancellation, disregard o s p* 
ping instructions, salesmen promising things employers canno » 
selling competitors when line is stated to be exclusive, salesmen urging- 
retailers to overbuy, failure to confirm orders, delivering merchandise not 
accor ding to samp le or to specification in an order, accepting orders 
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which cannot be delivered, delivery!* orderod, taltfn* 

discounts not earned, delivering imperfect or awed gooda, ttOreaeonable 
deman ds for concessions, and delivering goods aheqd of invoioe.i 
' Trade, associations, of which there are several hundred in the United 
States at the present time, have done much through education, codes of 
ethics, commercial arbitration, and the prosecution of offenders, to 
correct these and other troublesome abuses.* They have done much to 
promote efficiency and to reduce waste ti marketing and production by 
collecting and widely disseminating information ^concerning stocks on 
hand, volume of sales, and prices of past transactions; through conduct- 
ing industrial and commercial research; establishing uniform cost- 
accounting methods; and fostering Simplified practice and industrial 
standardization. These associations can and do render a valuable 
service to industry as reliable fact-finding agencies. 

Chart XXII, prepared by the Committee 6n Unfair Trade Practices 
in Production and Distribution, shows the major complaints of unfair 
trade practices between retailers, wholesalers, and manufacturers. 

Distinction between Regulation and Restraint of Trage . — Some of 
the associations apparently have difficulty in distinguishing between a 
regulation of trade and a restraint or a restriction of trade . The following 
quotation indicates this lack of distinction. 5 


There are numerous decisions holding, as violative of the antitrust laws, com- 
bined attempts on the part of members of trade associations to control, restrict, 
or dictate the channels of distribution of commodities or to classify the trade so 
as to announce persons with whom it is permissible for members to deal. 4 Such 
acts transgress not only the Sherman Act,* but the Fedeml Trade Commission 

• 

'Ibid., p. 108 . 

* “Selected Trade Associations of the United States,” published by the Depart- 

ment of Commerce, listed 2,600 national and interstate trade associations in the 
1935 edition. * 

* Kuksh, B. S., Trade Associations: The Legal Aspects, pp. 246 if. 

4 The leading authority on this point is Eastern States Retail Lumber Dealers' 
Association v. United States, 234 U.S. 600, 609 (1914). The later decisions are 
applications of the general principles there announced. - (Cf. Kirsh, ibid.) 

4 Eastern States Lumber case, supra note 2; United States v. Southern California 
Wholesale Grocers’ Association et at 7 Fed. (2d) 944 (1925) ; United States v. Southern 
Wholesale Grocers’ Association et at 207 Fed. 434, 439 (1913). It is to he noted 
that in United States v. Trenton Potteries Co. et oi, 273 U.S. 392, 394 (1927), the 
second count of the indictment, upon which the jury also convicted the defendants, 
alleged a combination among the defendants to restrain interstate commerce by 
limiting sales of pottery to a special group known to respondents as “legitimate 
jobbers.” Since the conviction was affirmed on the count alleging an agreement to 
% prices, the court did not enter into the question raised by the defendants, as to the 
second count. (Cf. Kirsh, ibid.) 
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Act u **&* ' feW*"** *** two classes, the first attempting to 

compel the ewhflwm van ef one method of distribution, namely, through * 
VrtSn elan, M wdwkeilew or retailers; the other involving attempts on the put 
of some organised group, denominated “regular" or “legitimate” dealers, td 
compel distribution through that particular group. Restraints of trade, in this 
field, involve attempt* to force commodities to flow in particular channels of 
distribution. They unbrace such generic concerted activities as arrangements 
among independent retailers to refuse to deal with producers or wholesalers who 
sea directly to chain rtpres, mail-order houses, department stores, other large- 
scale consumers, or ultimate consumers; arrangements to compel producers to 
confine their Bale to certain named distributors; or arrangements among whole- 
salers to refuse to deal with manufacturers who sell to retailers.* 

tfe 


Maple Flooring and Cement Cases — Prior to 1925 the Federal Trade 
Commission and the federal courts were very critical of association 
activities. But beginniifjg with the decisions rendered in the Maple 
Flooring Association and the Cement Manufactured Protective Associa* 
tion cases “the emphasis in legal iivquiry has shifted from a search for a 
technical violation of the antitrust laws to proof of presence of substantial 
economic benefits/' 5 Mr. Justice Stone, speaking for the majority of * 
the Supreme Court, stated, in the Maple Flooring case: 4 


We decide only that trade associations or combinations of persons or corpora- 
tions which openly and fairly gather and disseminate information as to the cost 
of their product, the volume of production, the actual price which the product 
has brought in past transactions, stocks of merchandise on hand, approximate 
cost of transportation from the principal point of shipment to the points of con- 
sumption, as did these defendants, and who, as they did, meet and discuss such 
information and statistics without, however, reaching or attempting to reach any 
agreement or any concerted action with respect to prices or production or restrain- 
ing competition, do not thereby engage in unlawful restraint of commerce. 

iThiS decision announces no new rule of law and rescinds no old rule/ 
The court in the two cases mentioned above makes a clean-cut distinction 

1 Pacific States Paper Trade Association et dL v. Federal Trade Commission, 4 Fed. 

1 2d) 457 (1925), affirmed 273 U.S. 52 (1927). Accord: Arkansas Wholesale Grocers' 
Association et of. v. Federal Trade Commission, Cir. Ct. App., 8th Circuit, 18 Fed. 
(2d) 866 (1927), certiorari denied, 48 Sup. Ct. 30; Southern Hardware Jobbers' Asso- 
ciation et of. v. Federal Trade Commission, 290 Fed. 773 (1923); Wholesale Grocers’ 
Association ot £1 Paso, Texas, et oL v. Federal Trade Commission, 277 Fed. 657 
(1922); Western Sugar Refining Co. et at. v. Federal Trade Commission, 275 Fed. 725 
(1921); Na tiona l Harness Manufacturers' Association v. Federal Trade Commission 
et < 268 Fed. 705 (1920). (C/. Kirsh, ibid,) 

•Strenuous efforts have been made since 1933 to secure legislation that would 
legalise the above-mentioned acts. 

• Kht$v, op. ctf ., prp. 11 jf, 

4 Maple Slowing Association v. United States, 268 U.S. 563. 

* “Trade Association Activities,” op. at., p. 51. 
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between courses of conduct which h^d not previously been stated; 
agreements or concerted action that tend to curtail production , enhance 
prices, or restrain competition are still illegal. Information of a certain 
kind may, be collected and legally discussed by an association provided 
it is disseminated extensively at the proper time and in a suitable manner. 
Information secured collectively mus£ be used only for individual action. 
This idea is well stated in the following quotation. 1 

Any group action which will make tlfe individual members of an association 
more useful, better informed or more efficient units of an industry may be [highly 
proper, but such action must not deprive any unit of the industry of its freedom 
of action, nor lessen its right to be guidecj in its activities by independent and 
individual judgment. Nor may a trade association, the legality of which lies 
primarily in its functions as an agency for the collection, compilation, ana dis- 
tribution of trade statistics — a fact-finding agency in every sense of that term — 
enfold a smoke screen of protection around its members by virtue of its impor- 
tance in modem business, or camouflage, by virtue of its dignity and standing, 
practices in restraint of trade in which auiy two of the most humble of its com- 
peting members could not lawfully indulge prior to its formation.^ Competitors 
may not in the name of an “Association,” “League,” or “Institute,” indulge in 
sales practices forbidden to other members of society. 

Food and Drug Legislation. — A food and drug bill known as S-5, 
which is designed to prohibit certain forms of objectionable advertising, 
has passed the Senate. Section 601 of the bill provides that 

... an advertisement of a food, drug, device or cosmetic shall be deemed to be 
false if it is false or misleading in any particular relevant to the purposes of this 
Act. . . . Any representation concerning any effect of a drag or device shall be 
deemed to be false . . . if . . . not supported by demonstrable scientific f&cts 
or substantial and reliable medical or scientific opinion. 

The bill specifically brands as false any public advertisement off a drug 
or device representing it to have any therapeutic effect in* the treatment 
of Blight’s disease, tuberculosis, cancer, infantile paralysis, venereal 
disease, and heart and vascular diseases. 2 * This legislation would affect 
only interstate commerce. A large number of states have pure food 
and drug laws that affect the marketing of these products through 
intrastate commerce. 

Federal Control of Agricultural Marketing. — We have referred 
previously to the great powers granted by the A.A.A. legislation to the 
Secretary of Agriculture. He could impose processing taxes and pay 
benefits for crop control in connection with certain basic commodities, 
wheat, rye, barley, flax, cotton, field com, grain, sorghums, hogs, 

1 Tatlob, W. B., Commerce and Finance t pp. 924 ff., May 7, 1930. 
v 9 Sale* Management, July 1, 1935. 
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cattle, rice, tobacco, peanuts, potatoes, sugar beets and sugar cane, add 
milk and its products. The 1935 law granted the Secretary of Agricul- 
ture authority to i^ue orders to dealers and processors of milk, fruits 
and nuts (excepting apples), tobacco, and vegetables — fruits. and vege- 
tables for canning were excepted. For milk the A.A.A. had power to 
set m i n i m um prices for each classification of the product on the baas of 
use, and to specify when payment should be made. Orders on fruits 
and vegetables would have linutecUthe amount of production that could 
be marketed, or transported *to market, or purchased from producers; 
provided for the disposition of surpluses and equalized the burden of 
surplus elimination among the producers and handlers; and provided for 
minimum prices under certain conditions. Thus the dealer in fruits 
and vegetables could buy them only in the quantity, from the producer, 
and at the price ordered, by the Secretary; and the producer could sell 
only the amount permitted, ship it to the market specified, at the time 
permitted, and at the price specified. 

Parties to marketing agreement^ were required to furnish the Secretary 
certah^specified information. The new law called for additional informa- 
tion and gave the Secretary access to their books, records, accounts, 
correspondence, and income-tax returns in order to verify reports sub- 
mitted. The law provides that 30 per cent of the annual customs receipts 
be turned over to the Secretary of Agriculture for use in encouraging 
exports of agricultural products, purchasing or leasing submarginal land, 
and in making certain forms of benefit payments. The Soil Conservation 
Act has many features similar to some of those in the A.A.A. law that 
was declared unconstitutional. The Supreme Court decision did not 
affect the marketing agreements of the 1935 act. 

Trade Practice Conferences.— The Federal Trade Commission, 
before the advent of the codes, indicated its willingness to cooperate with 
industry in establishing a high degree of Belf-regulation by creating a 
Trade Practicfe Conference Division. The director of this division 
confers with the representatives of an industry that feels the need for 
regulation within its own rahks. The director may act on his own 
initiative or at the request of representatives of the industry to find 
out whether a sufficient number of the members want a conference 
to make a meeting truly representative of the industry. If and when the 
meeting is called, one of the commissioners presides. The meeting, 
however, is independent and is free to take what action it wishes. It 
may adopt rules for the guidance of the industry. If the resolutions 
condemn practices that are manifestly illegal, the Commission will 
aid the industry in enforcing them, if it is necessary. 

The C ommission, however, ceased during 1930 to sponsor regulations 
forbidding pr ac tices which were merely unethical or disadvantageous to 
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the industry as a unit 1 “It should^be borne in mind that these tales 
are the rules of the industry, sponsored and adopted by the industry 
itself, and are not regulations which the Commissife is undertaking to 
impose upon the industry.” Some leaders of business believe that if an 
industry can set up its own standards of conduct which will serve ade- 
quately to protect the public interest all occasion for government inter- 
vention will be removed. 2 

Considerable objection developed #agamst this liberal attitude of the 
Commission. During 1933, however, the general iclea was revised, made 
much more liberal, and given the sanction of governmental edict in 
the form of codes. Public opinion and the Supreme Court were\not 
convinced that the right solution had Seen found. \ 

Professor Nystrom states that 3 * 

. . . the purpose of a fair trade practice rule is to eliminate dishonest, tricky and 
underhanded methods of trade and to permit a fairer and freer field of competition. 
In the development of the Fair Trade Practice Conferences under the Federal 
Trade Commission this view was generally and fairly well observed. Accord- 
ingly certain practices were condemned and prohibited such as untfuthfifl adver- 
tising; false statements concerning competitors; espionage; commercial bribery; 
attempts to induce breach of existing contracts; imitation of competitors’ trade 
marks, trade names, designs, containers or products; inaccurate grading and false 
reports on tests; intimidation and coercion; misleading guarantees; and so on. 

All regulations of this type are useful and necessary aids to fair competition. 
All are desirable, not only from the standpoint of business, but also from the 
standpoint of public policy. These provisions tend to eliminate the thief, the 
cheat and the crook. They help the honest individual or concern to compete 
on an even basis with those who might otherwise obtain business by trick or 
deceit. These provisions raise the plane upon which competition may be carried 
on, but they do not lessen competition. They encourage each concern to use its 
best endeavor by fair and honest means to secure increased business. TJhey 
encourage legitimate reductions in prices, improvements in quality, ana better 
service. Under these rules any concern, efficiently operated,’ offering what 
consumers want, has a chance to survive and to succeed. Under such regulations 
competition is made truly serviceable to society. 

Commercial Arbitration. — Another evidence of the desire of business 
to develop self-regulation is the rapid growth in the use of commercial 
arbitration since 1920. This plan provides for keeping a large number 
of disputes that arise between buyers and sellers out of the law courts. 
Many trade associations have incorporated an arbitration clause in their 
uniform contracts. This clause provides for the settlement of any 
disputes which may arise under the contract, according to the plan of 

1 Kbi&ooo, W. F., Trade Relatione and Trade Aeeociations, p. 6. 

*The code builders heartily disagreed with this point of view. 

• Ntstrom, P. H,, “Trends Dangerous to Consumers under the NBA,” published 
by Institute oj Dietribution, Inc., May 1, 1935. 
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arbitration, ^opted by the industry or association. A number- <rf 
associations require the prospective ^member to agree to the arbitration 
of certain forms of disputes as a condition of membership. Refusal to 
arbitrate is punishable by expulsion, and this applies in disputes between* 
a member and a non-member as well as between members of the 
tion. Other trade associations do not make arbitration compulsory, 
but if both parties voluntarily agred to arbitrate, then they provide for 
enforcements of the awards. Several states have enacted laws 
the clauses in the contracts enforceable by law. The same is true under 
the Federal Arbitration Act which applies to admiralty transactions 
and in interstate commerce disputes involving more than $3,000. 

The dispute is usually submitted to an arbitration board comprising 
three members. Each contestant chooses a member of the board; these 
two choose the third member. One member is elected by the group as an 
umpire. This plan makes it possible to select members of the trade or 
industry who are well acquainted with the parties, their businesses, and 
the custom of the trade. Lawyers /ire not necessary; in fact, they may 
be prohibited from appearing in a case. The parties appear before the 
board to give their testimony, then retire while the case is discussed 
and the decision formulated. The procedure is very simple; all technical 
phraseology is eliminated; the hearings are private; there is no delay 
in the hearing and adjudication of the dispute; the cost is small; and 
the likelihood of bitter feeling arising, as a result of the belief that one 
party has not been treated fairly, is small. 

Governmental Regulation and Control through Taxation. — The 
marketing activities of a number of producers, merchants, and other 
functionaries are greatly affected by taxes. The practice of collecting a 
taj? on the sale of an increasing number of products and services is 
growing apace. Some of these levies are state taxes, and some are 
federal iaxes. 

State Taxafion and Marketing . — The marketing of a number of 
products is greatly affected by taxation. Some taxes are levied and 
collected for the purpose of raising revenue. Illustrations of this type 
of taxation are the state and federal taxes on gasoline, tobacco products, 
electrical energy , and gas. Some taxes, such as the processing taxes, 
are designed to collect revenue from one portion of the population so 
that it can be distributed to another group. There are a number of 
taxes used to control or to eliminate certain types of marketing institu- 
tions or products. Thus the chain-store taxes that have been passed by 
some states, 1 e.g., Indiana, Iowa, and California, have as their major 

1 Chain-store tax bills were introduced in nineteen state legislatures during 1833; 
four pawed and became laws, twelve were killed, and three were still pending in 
July. Seventeen states bad chain-store taxes at the beginning of 1833; titers were 
approximately twenty at the eloee of the year. ' 
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objective to place th^ chain stores under such a handicap that they 
cannot compete successfully with Independents. Chain organisations 
with large numbers of stores located in a given staje have been forced to 
♦cease operation in some of the states . 1 The usual practice is to use a 
graduated tax that increases rapidly as the number of stores operated 
in the state by one ownership body increases. Thus the per store tax 
for a company operating one hundred stores is much higher than for one 
operating ten stores. I 

Some of the dairy states are taxirffe oleomargarine as much as IS cents 
a pound, which has the effect of eliminating this product as a competitor 
of butter. If the price of butter should rise too much, bootlegging of 
oleomargarine would, no doubt, appear. 

A number of states have enacted general sales tax laws . 2 These 
laws usually exempt the “necessities” of life; t.e., certain food and 
clothing products. The following quotation 3 * summarizes the findings 
of the Interstate Conference on Conflicting Taxation with reference to 
the sales tax situation. 9 

Studies by the Interstate Conference on Conflicting Taxation and other 
research bodies have fully developed the merit of sales taxes as a ready means of 
raising large amounts of revenues. However, the principle and desirability of 
sales taxes is still highly disputed. That retailers and certain groups of con- 
sumers are also becoming more active in contesting the passage of sales tax 
statutes is evidenced by the circulation of petitions for referendums and petitions 
to initiate amendments exempting certain types of commodities. Retail inter- 
ests are usually protected by provisions in the laws providing for retailer collection 
of the tax from the consumer. 

The new sales tax statute of Ohio has provided for 100 p§r cent passage of the 
tax to the consumer by a tax receipt system. This law is unique in thatffche 
retailer purchases tax receipts in advance and gives the customer a ticket which 
is cancelled at the time of the sale transaction. The Ohio law also grants the 
retailer a 3 per cent commission on tax collected for cost of handling and c&ncelling 
the tax receipts. 4 

likewise, the statutes of Colorado permit the retailer to retain 5 per cent of the 
tax collected to cover his expense of collecting a#id reporting the tax. A majority 
of the statutes in general provide that the retailer shall not absorb or advertise 
to absorb the tax and that the tax is to be collected according to a sales breaking 
point schedule. Retailers are confronted with a difficult problem in passing to 

1 Some oil companies have ceased to operate their filling stations. 

1 Prior to 1935 sixteen states had enacted sales tax laws; of the twenty-nine state 
sties tax bills introduced in the several legislatures during the first half of the year, 
fourteen were passed, fourteen were killed or died, and one was still pending in July. 

* Wabhttbst, H. P., Retail Trade Section, Marketing Research and Service 
pfosnon, Department of Commerce. Published in Domestic Commerce, May 16, 1935. 

4 A municipal judge in Akron declared the law unconstitutional on Aug. 9,1935. 
The decision was of course appealed to a higher court. 
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the customer taxes of less thqn 2 per cent of sales, some statutes males no 
provision for method of passing tax to ttfe customer. 

The migration of retail trade to tax-free stores or districts has been of concern 
to retailers as well as the state administrators of sales taxes. The Interstate* 
Conference on Conflicting Taxation in a resolution endorsed the resolution intro* 
duced in Congress by Senator Harrison, which would grant the state the right to 
tax sales in interstate trade on an equal tasis with intrastate sales. 

The Arkansas sales tax statute^ provide for equalization of sales tax rates 
with the rate in adjoining states by boundary towns and cities. However, an 
injunction has been granted against the collection of the Arkansas tax so that 
there is no measure of the merit of this means of protecting the retail trade of the 
state. Other states have enacted or amended licensing statutes in such a way 
as to require the payment of the state sales tax before an automobile may be 
licensed to operate in the state. Washington (state) imposed a 2 per cent tax 
on all goods exceeding $20 in value purchased outside of the state and then 
brought over the state border. 

Attempts to raise the tax rate have been the cause of much legislative con- 
fusion. In Missouri, Oklahoma, and Illinois this fight has been the most pub- 
licized phase of the legislative session. 

It mdy be Skid that at this early date that the sales tax situation among the 
states is in a state of flux, with changing rates, amendments to existing laws, 
litigation and petitions the order of the day. It would appear that the outstand- 
ing issues confronting sales taxation today are: 

1. Desirability of this type of tax. 

2. Passage of tax to the consumer, implying the inability of the retailer to 
collect all of the taxes which he must pay the state. 

3. Migration of trade to tax-free states. 

The chief advantage of the sales tax, from an administrative point of 
vie^, is that it is more dependable than many other forms of taxation . 1 
It is comparatively easy to collect; it cannot be evaded, is “painless,” 
has «a Ipw cost for collection, and places the burden on “spending” . 
instead of penalizing saving. There are, however, some rather decided 
objectionable features to the general sales tax. This form of taxation 
falls on all consumers irrespective of their ability to pay. The person 
with a small income may pay as large a tax on many commodities as 
the person with a large income. There is little relation between benefits 
received by the individual and the amount of tax paid. A high rate 
encourages tax evasion and bootlegging. The ease with which this 

1 A retailer may be subject to a large number of different kinds of taxes— too 
many in fact to be enumerated here. The Kroger Grocery and Baking Company, for 
example, stated in its annual report that it paid no less than twenty-nine separate 
and distinct taxes; the total amount of the payments equaled $9.00 a share, 7 .8 per 
cent of the total volume of net sales, and 34.3 per cent on the invested capital The 
net earning s of the company equaled after the various payments $2.29 a shaifc* 
Mwmne of Watt Strut, p. 496, Aug. 31, 1935. 



689 MmsFukmMWTAL MAMksTimpmBmm 

form of tax can be collected tends to promojbe a multiple tax. Thus m 
individual may be forced to pay i federal) a state, a county, and a 
municipal sales tax. This situation now exists ih some {daces in the 
'case of gasoline and cigarettes. 

Federal Tariffs and Ten res.— The desire of certain economic groups, 
both capital and labor, to improvg their competitive position has led 
them to seek preferential treatment in the home market by means of a 
tax or tariff levied on competing imported goods. This tax tends to 
raise the prices within the importing country and tt the same time tends 
to lower the price paid to the exporting country. The result is a tendency 
for production within the importing country to increase, thereby giting 
more employment to certain forms (fi capital and groups of labor; and 
for production within the exporting country to decrease, with correspond- 
ing effects on the employment of labor and capital. The consumers 
of the protected country will usually have \o pay a higher price for 
the protected articles but seldom, if ever, will the increase in price be 
equal to the full amount of the tariff. There are instances, however, in 
which the tariff will cause no increase in price. The priefc of aji article 
is determined by the action and interaction of those complex forces 
commonly designated as supply and demand. If a country supplies 
all its own needs, a duty obviously will have no effect on the price paid 
by the buyer for the home supply. The import tax cannot cut down 
supply and thus affect prices. Demand will not be changed under the 
conditions mentioned. When a country has a large export surplus, a 
tax levied on imports — of which there normally will be none — will, of 
course, not raise prices . 1 

Economic Implications of a Tariff. — A tariff, thdh, usually tendg to 
benefit some individuals and injure others. The question is: Whom 
does it benefit and whom does it injure, and to what extent? What is 
the net effect upon the country as a whole ? 2 • * 

Much time and energy have been expended in arguing these ques- 
tions. These discussions have been characterized by the display of 
considerable passion and emotion. Largewolumes of facts and figures are 
collected and displayed, usually for the purpose of proving a point- 
creating an impression— rather than finding the truth. The determina- 
tion of the truth, in fact, is no easy task. Much careful, painstaking, 

1 There may be an exception to this generalization in the ease of a country with 
extensive geographical distribution; for example, if the producing area is centralized 
in a small section along one boundary, and there is a large demand in another section 
of the country far removed from the area of production but near the source of supply 
in another country. 

* This is not the place to go into the various arguments for and against free trade 
and protection. The purpose of this discussion is merely to point out the importance 
of the problem as it affects general marketing organization and practice. 
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and dispassionate study is ijequi^ed to ascertain just what theeconomic, 
social! and political effects of a particular tariff law will be, or just what 
the effects are or hav% been. Conditions within a country and thro ugh* 
out the world change so rapidly and so unexpectedly that the results may* 
be entirely different from what was expected. A tariff affects* different 
interests in different ways and in varying degrees. Importing merchants 
want no duties on the merchandise imported. The laborer as a con- 
sumer wants no taxes on his purcnas^s, but as a worker in a given industry 
he may be violently Ih favor of protection. He may desire no tax on 
merchandise, but demand restricted immigration so as to keep out 
foreign laborers, and want his labor union exempted from the action of 
antitrust laws. The manufacture* and the producer of raw materials 
may favor free trade when they dominate the home market and want to 
develop markets in foreign lands. They may want protection when 
the home market receives large quantities of competing goods f rom 
abroad. 

Exaggerated Claims. — The desire of each group to further its own 
interest Jt>y either a tariff or free trade has developed many unique argu- 
ments. Their zeal to prove their contention has led both sides to make 
extravagant and unwarranted claims. P. G. Wright, a former member 
of the Tariff Commission, delineates this situation rather succinctly 
in the following words. 1 

Free traders Bay that protection raises the price of the protected article and 
is therefore a serious burden on consumers. They say that it enables manufac- 
turers to make enormous profits at the expense of the people. Some of them 
call it simple robbery. They make lists showing the quantity of protected articles 
consumed and the dfity on each; then, multiplying the quantity by the duty, 
they arrive at imposing figures running into the billions purporting to show the 
extent of the plunder. 

Broteetionists, on the other hand, say that protection spells prosperity. They 
deny that it raises prices, except perhaps temporarily. They say that it stimu- 
lates and diversifies industry, that it gives employment to labor, maintains wages, 
affords a home market for the products of the farm, promotes national security. 
On the other hand they paint a most gloomy picture of what would happen if 
protection were removed. Many thriving industries would be destroyed, labor- 
ers would be thrown out of employment, those that retained their jobs Would 
find their wages reduced to the level of the wages paid to the “pauper labor of 
Europe,” farmers deprived of the home market would be unable to s ell their 
crops except at ruinously low prices, the country, no longer self-sustaining, would 
he at the mercy of the enemy in the event of war. 

Recent Trend toward Protection.— Since 1020 there has been, a 
decided movement among the various nations to protect and encourage 

1 W taanT, P. O., Protection, Benefits, and Burdens, p. 5, published by the Bawfeggh 
Tariff Bureau* " 
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tome industries through establishing .quotas and duties on imports, 
and the granting of bounties and* other aids to the local producers. 
Even England, which has been the outstanding Example of a country 
‘prospering under the benefits of free trade, has levied a considerable 
number of protective duties. 

Some Arguments for Free Tradp. — Free trade, theoretically, would 
be the best national policy for a country to adopt. 1 This plan would 
allow each nation to produce tho^p goods and services for which its 
■natural resources and native genius and ability* made it best spited. 
The surplus goods could then be exchanged for the surplus goodd pro- 
duced to best advantage, or at the least disadvantage, in foreign Ihnds. 
If a country could not produce any gdbds or services at a lower cost than 
other countries, transportation costs considered, then it could con- 
centrate on those that it could produce at least disadvantage. 

The situation becomes somewhat complicated, however, when some 
countries insist on enacting tariff laws. Unless all leading nations should 
adopt the free-trade plan, certaiif disadvantages for the free-trade 
country are sure to arise. The experience of England, although it is a 
country that imports raw materials and foodstuffs which its manu- 
facturers and laborers want to come in free, and its own manufacturers 
until recently dominated both the home and foreign markets for a 
large number of goods, indicates that as conditions change a different 
policy may be forced upon a free-trade country. 

Some Arguments for Protection. — There are three principal reasons 
why countries lean toward protection in spite of the apparent advantages 
of free trade: (1) The growth of the spirit of nationalism, which causes 
each nation to want to be as near self-supporting as possible. This piay 
be an expensive luxury, but all races and nationalities seem to display 
this characteristic. The World War apparently greatly stimulated 
the nationalistic spirit. Protection tends, it is claimed, to T^ofoote 
diversity of industry and occupations and to stimulate invention. These 
may be worth more to a nation’s welfare than the increased material 
wealth that might result from free trade.* (2) Protection may be neces- 
sary to start a new industry which will eventually develop to such an 
extent that it will not need further protection. The steel industry 
of the United States is an illustration; the chemical industry is apparently 
approaching this condition. Some industries based on inventive genius 

‘The arguments for free trade are baaed upon the following assumptions: (1) 
that competition is free and unrestricted; (2) that the end of economic activity la 
only the creation and consumption of wealth; (3) that the test of a national policy 
is the creation and existence of the maximum aggregate of wealth; (4) that there are 
differences between countries with respect to their natural resources and the abilities 
and inclinations of their inhabitants. Cf. Weight, op. eit. 
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and exploited by efficient and resourceful management soon reach a 
point where no protection is’ needed or desired. The automobile, farm 
implement} office app^ance, electrical machinery} and heavy industrial 
machinery producers are in this group. They feel secure in the home 1 
market and want no duties for fear that they will promote retaliatory 
tariffs which will hinder their exports. Countries that attempt to keep 
foreign products out by a high tariff may find the foreign countries 
establishing branch plants or subsidiary firms within the protected 
country so as to get within the tariff Vail and thereby enjoy the benefits 
of the protection. The countxy usually does not object to this action 
as the industry employs local labor, buys domestic raw mater ia ls, and 
may export some of the finished product. (3) The most dynamic reason 
for protection, according to Dr. Wright, is that foreign trade is con- 
ducted, not between nation and nation in the form of an exchange of 
goods for goods, but between private individuals in the form of an 
exchange of goods for money. The emphasis is placed on securing a 
large amount of money for exports fpd paying out a small amount for 
imports. The value of money, after all, however, is measured in terms 
of the anSount* of goods it can command in exchange. 

The Effect of a Tariff on Prices, Production, and Consumption. — 
Whether a tariff raises prices to the consumer depends upon whether it 
reduces the supply of the article in the protected market. The immedi- 
ate effect of a duty is the tendency to reduce the amount of an article 
imported. If the domestic production increases to an amount equal 
to the decrease in imports, the supply remains the same, and there is no 
change in price. 

If the product is* produced under conditions of increasing costs, the 
pried 1 will have to advance in order to bring out the added production. 
If, however, the goods were produced under conditions of constant costs, 
output cpuld be increased without an increase in price; and, if the 
industry could bring into play the elements of decreasing costs, produc- 
tion could be increased indefinitely with a possibility of ultimately 
reducing prices. This would happen only in case of active competition 
among domestic producers. 

If domestic production does not increase the full amount, then supply 
will be less and the price will rise — assuming no change in demand. 
Whether the price rises the full amount of the tariff depends upon the 
responsiveness of domestic production and the willingness of foreign 
producers to absorb part of the tariff charge. If the duty is placed on an 
article not produced in the domestic market and one that cannot be 
produced under existing conditions, the supply will tend to decrease aadi 
the priee will rise. Whether the final price will reflect the total amount 
of the duty depends upon the comparative elasticity of the demand 
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and of the supply. 1 frhug if the demand is highly elastic and the world 
supply highly inelastic, only a small portion of the duty will attach to 
the price, and the burden of the tariff is borne chiefly by the foreign 
' producer. When conditions are reversed, the consumer will pay practi- 
cally thd entire duty. 

Changes in prices are sometimes attributed to tariff changes, when, 
in fact, such is not the case. When* the duty on sugar was raised in 1930, 
the retail price of the product, instead if advancing as was predicted by 
the opponents of the tariff, declined throughout the summer. Again, 
when the tariff on sugar was greatly reduced during the first W|lson 
administration, the retail price during the course of a few years advanced 
from 05 to $30 a hundred pounds. • Thus in one instance prices c\me 
down when a tariff was raised, while in another they went up wheh a 
tariff was reduced. The explanation is that in the first instance thfere 
was a condition of over-production and a World-wide depression, with 
declining commodity prices; in the second case there was a world war, 
with tremendous changes in the supply and demand factors. When 
there is world-wide over-production of a commodity, a buyer's market 
results, so that prices may work lower than they were prior to the imposi- 
tion of the tariff. During a period of world-wide undersupply, such as 
occurs during a period of a war, drought, or a breakdown in transporta- 
tion facilities, the producers and merchants are likely to charge what 
the consumer will pay. Costs of marketing and of production, under 
such conditions, may bear little relation to retail prices. The abolition 
of a tariff would probably make little change. 2 

The effects of a particular tariff rate, as stated above, are so difficult 
to determine that generalizations are often misleading. The following 
statement presents the reasoned judgment of a careful student of the 
subject as to the general effects of a tariff on domestic prices. 3 

• • 

1. The more the domestic elasticity of supply exceeds th$ foreign elasticity 
of supply the less will be the effect of the duty on the domestic price and the 
greater will be the effect of the duty in increasing domestic production. 

2. The more the domestic elasticity of demand exceeds the foreign elasticity 
of demand the less will be the effect of the duty on the domestic price and the 
greater will be the effect of the duty in reducing domestic consumption. 

1 Cf. Carvbb, T. N., Principles of Political Economy , Chaps. XXVIII, XXIX 

9 The comparison of prices before and after a change in tariff rates is not always 
dependable due to the possibilities of such general price changes. The more reliable 
method of measuring the effect of a tariff upon prices is to compare prices within the 
tariff wall with those outside the wall. Care must be taken, however, to give due 
consideration to the costs of transportation, and other charges necessary to get the 
goods to the port of entry. 

9 Weight, op, cit., pp. 22 ff. 



mm ASPBcr& w formal motAL m»TM0b rjr marketing em 

3, The smaller the imports the less will be the portable increase inpriee 
resulting from a duty* (If imports are *very small compared with domestic 
production, a slight increase in price will make the duty prohibitive, after which 
any increase in the duty will have no effect.) 

4, The results in 1, 2, and 3 will be reversed when the conditions are reversed. 

Applying these conclusions to the United States it may be stated that an 

industry which readily lends itself to mass production by the use of power-driven 
machinery or an agricultural product pell adapted to the soil and climate of the 
United States and readily substituted for pome other crop of which we now have 
an export surplus, are ixfbustries which lend themselves to the application of 
protection. A moderate duty would probably cause domestic production 
greatly to increase, and the country would become self-sustaining with little 
burden to consumers. On the other hand industries of which the product cannot 
be increased without a considerable increase in oost, and these include agricultural 
products ill adapted to our soil and climate or for which the well-adapted regions 
are very limited, are unfavorable to the application of protection. Consumers 
will be heavily burdened and while some producers may make large profits the 
prospect of building up a strong self-sustaining industry is not great. 

The practice of nations since 1931 has placed less emphasis on tariffs, 
and more on quotas, embargoes, bounties paid to their own nationals, and 
the rigid control of foreign exchange rates. A number of foreign coun- 
tries have followed the practice of making available a limited amount of 
foreign exchange that could be used to pay for imports. Thus the 
central governments were able to control the selection of imports and 
dictate* the quantity brought in. A large number of nations have 
attempted to force exports through devaluating their own currencies 
and by paying bounties to their domestic producers. A law has been 
enacted by our own^Congress to set aside a portion of our tariff receipts 
to be used to pay bounties to the producers of certain agricultural products 
that enter the export market. One weakness of such a plan is that it 
promotes Vhat is universally recognized as “dumping.” This practice, 
simil ar to the practice of devaluation of domestic currencies, invites 
similar action on the part of other nations. The result is likely to be a 
race in dumping. Another weakness of the plan is that foreign countries 
can easily establish quotas and embargoes. Such plans consequently 
furnish no permanent solution to the problem. 

Some Apparent Effects of Recent Governmental Restrictions. — 
The following quotation serves to summarize the effects of some of 
the forms of governmental regulation of foreign trade that have been in 
effect since 1927. 1 

The desire of industrial nations to attain self-sufficiency with respect to farm 
products has frequently been recognized as a fundamental cause of the world* 

1 An editorial published in the New York Journal of Commerce, June 6, 19S& 
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wide depression. A afore exact picture of the^ extent to which this factor has 
contracted world markets for agricultural staples, and thus depressed prices 
and disrupted the international balance of payments q f many countries, k now 
presented in a report issued by the Economic Committee of the League of Nations. 

The league experts have found that aggregate imports of wheat and wheat 
flour of the world at large declined from an annual average of 223,000,000 
quintals for the years 1927 and 1928 to only 116,000,000 quintals in 1933 and 
1934, a drop of fully 48 per cent. Similarly, the balance of imports of beef and 
veal for the principal importing countries declined from 1,122,000 tons in 1927 
to 743,000 tons in 1933, a decline of 33 pen cent. Corresponding declines are 
shown in aggregate imports of live cattle, dairy products and other staple 

This severe contraction in world import markets for farm products is ascribed 
primarily to higher tariffs, the imposition of import quotas and other restrictions. 
These measures have raised prices to consumers in importing countries, \ and 
such higher prices in turn have discouraged consumption. At the same time, they 
have stimulated increased production of agricultural commodities in these 
countries. Thus, the report points out that in 1928 the price of wheat in France 
was 118 per cent of the world price, while in 1934 it rose to 300 per cent of the 
world level. Similarly, wheat was quoted at 132 per cent of the world price level 
in Italy in 1928, and 268 per cent of that level in 1934. «* * 

These sharp declines in exports of agricultural commodities have curtailed 
the purchasing power of countries that produce them, thus in turn reducing their 
ability to buy manufactured goods. The shortage of foreign exchange has 
similarly encouraged the establishment of manufacturing plants in agricultural 
countries which formerly imported such products from abroad, thus furthering 
the trend toward self-sufficiency. Thus, a vicious circle has been introduced, 
with industrial countries seeking to make themselves independent of foreign 
sources of agricultural products, and agricultural nations pushing the develop- 
ment of their own manufacturing enterprises. 4 

The League of Nations experts conclude that this trend has led to the progres- 
sive impoverishment of a number of countries that had previously learned to 
depend on foreign trade to a substantial extent for their prosperity. t 

The facts and discussion presented in this chapter show that specific 
acts of governmental regulation and control may be good or bad for the 
country as a whole, that they may prove to be beneficial to some groups 
of the population and injurious to others, and that they may be beneficial 
from a short-run view but disastrous from a long-run viewpoint. These 
possibilities clearly demonstrate the importance of careful and impartial 
study on the part of our legislative bodies, before a law providing for 
regulation or control is enacted. Political expediency should not be 
substituted for sound economic and social principles and policies. 
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Questions tor discussion 


1. Why has there been such a decided trend since 193^ toward centralized govern- 
mental control over marketing activities? 9 ’ j 

2. Is a central government in a more advantageous position to plan and control 

successfully the marketing of agricultural products? natural products? manufactured 
products? services? Justify your answer ?n each instance. \ 

3. We hear much talk about unfair trade practices. What is meant by th| term? 

Unfair to whom? How may a business man know whether a particular act* of his 
own firm or of a competitor is unfair? • 

4. Make a list of acts that have been called unfair by: (<z) trade associations; (6) 

Federal Trade Commission ; (c) the courts. What factor has determined the classifica- 
tion in each instance? « 

5. Why do so many business firms contend that so-called price-cutting is unfair? 
When is price cutting or reduction fair? 

6. How do you account for the agitation for a law permitting producers to enter 
into contracts with merchants in which the latter agree to maintain resale prices? 
What is the natural attitude of the consumer toward such laws? Why? 

7. Are the laws prohibiting quantity discounts “fair” if they result in higher 
retail prices? Justify your answer. 

8. “The legal status of resale price maintenance is still uncertain.” Put content 
into this statement. What efforts are being made to legalize resale price maintenance? 

9. How will consumers be affected in those states that tax chain stores so severely 
that they are driven from the state? 

10. Summarize the arguments for and against the genenfi sales tax. 

11. We have the Interstate Commerce Commission to regulate the railroads, the 
Federal Reserve Board to control the banks, the Packers and Stockyards Administra- 
tion in the Department of Agriculture to regulate interstate commerce in livp stock 
and meat, the Securities Commission to regulate the issuing of securities and trading 
on stock exchanges, and the Federal Trade Commission to supervise interstate com- 
merce conducted by business concerns in general. What theory of government is 
back of the establishment of these bodies? Wtyy is the task of the Trade Commission 
more difficult than that of the other boards? 

12. To what extent and in what ways is the buyer protected from the misrepre- 
sentations of the seller with reference to the product? What are some of the more 
frequently used misrepresentations ? 

13. “That these methods [price cutting on trade-marked goods] are unfair there 
can be no doubt to those who are familiar with both sides of the question/’ Do you 
agree? Justify your answer. 

14. What are trade associations? What are their primary functions? How 
important are they at present? Does their practice violate the principle of “free 
and unrestricted competition ”? Justify your answer. What is their legal status? 

18. What services do the open-price associations perform? When do the activi- 
ties of the associations become illegal? 
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16* “Asa method of adjusting business disputes, commercial arbitration has throe 
conspicuous advantages over proceedings in ^he law courts.” * Do you agree? Justify 
your answer* What are the three alleged advantages? 

17. “The government activities which bear directly on marketing can be con- 

veniently divided into three classes: (1) those which are intended to elevate the plane 
of competition; (2) those which aim to control monopoly; and (3) those Which are 
planned to promote the technical efficiency of marketing. 44 Explain the significance 
of each group. , 1 

18. “These attempts at governmental control of marketing activities, i.e., the 
N.I.R.A., the A.A.A., Brazil’s control of coffee, England’s control of rubber, Chile’s 
control of nitrate, etc., violate fundamental economic principles and are socially 
unsound. 44 Do you agree? Justify your answer. 

19. Do you believe that “self-government of industry 44 is desirable? Justify 
your answer. 

20. What were the major objectives of the N.I.R.A.? Were they attained? 
What were the effects of the codes on unfair practices? prices? competition? 
Why was the N.I.R.A. declared unconstitutional? Why was a unanimous decision so 
generally unexpected by the public? 


Assignment 

1. Problem 1, p. 541. Trade-mark Rights. 

2. Problem 1? p. 750. Dr. Miles Medical Company v. John D. Park & Sons 
Company. 

3. Problem 2, p. 756. Federal Trade Commission v. Beech-Nut Packing 
Company. 

4. Problem 1, p. 709. Federal Trade Commission v. Mennen Company — Protec- 
tive Discounts. 



CHAPTER XXI 


THE PLACE OF EXECUTIVES CONTROL IN MARKETING 

Purpose of this chapter: To indicate briefly the importance of information and 
planning in marketing administration; to syrvey som% of the more important 
problems encountered in securing the quality and quantity of information 
necessary, and in devising and executing plans of procedure; to emphasize need 
for reliable standards of attainment and^ methods of testing results secure^. 

The successful administration of marketing activities demands 
effective control methods and devices. The executives of a business 
have to consider two major forms of contfol, viz., social control and 
business control. We surveyed briefly, in the preceding chapter, some 
of the problems encountered when, social control appears. The present 
chapter is confined chiefly to a discussion of business control . 1 # 

Effective administrative control must necessarily depend on the 
quality and quantity of information available. This information is 
typically secured through some form of research activity. The effects 
secured are conditioned by the quality of business judgment and sagacity 
exercised by the business executives responsible for the formulation of 
policies, the development of the organization, the construction of a plan, 
the establishment of standards of performance, and the execution of 
the marketing program. Marketing research can and should be carried 
on from two different points of view, viz., the social and the business 
viewpoints. An experienced and qualified fact-finding organization 
is a prerequisite. 

Information for Social Control. — The market research carried on 
from the social point of view will typically be conducted by govern- 
mental agencies and endowed foundations. The research based on 
the business viewpoint will be carried on by the research departments 
of various types of business enterprises and trade associations. 

The research group working from the social point of view attempts to 
collect, classify, analyze, and interpret that kind of marketing informer 
tion that has a general or social significance. This group is. interested, 
for example, in such problems as those pertaining to: the efficiency of 
our marketing organization; the coordination of production and con- 
sumption; wastes in marketing; the amount and kind of social control 

1 We mean by “business” control the type of control exercised by the owner of a 
business who operated within an economic, social, and political system based on 
private property, individual initiative, and the profit motive. 

600 
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necessary and desirable to maintain, effective and healthy c ompetition, 
prevent unfair practices, etc. j the number of the various of market- 
ing institutions, the number of members in each class, the economic 
services that each can perform most effectively, the ratio of one group 
to another; trends in marketing organizations, policies, methods, and 
practices; costs; and prices. This group of researchers is particularly 
interested in the consumer as a *Suyer. What income does he secure, 
and is it sufficient? What does he buy, and how does he apportion hist 
expenditures among various rrfarketing institutions, articles of 
clothing, food, shelter, travel, savings, luxuries, and services? What 
are the trends in consumer purchases? How can the consumer be 
protected against his own ignorance> lack of experience, poor jud gm ent, 
and the acts of unscrupulous sellers? This group is active in taking 
censuses of marketing institutions, their kind, number, sales, location, 
etc., and then making significant analyses of the findings. The reader 
will readily note that much of the above cited research activity may be 
of great value to the individual business man. He has, in fact, been 
active in ^encouraging the governmental agencies to provide him with 
these data. 

Information for Business Control. — The research groups working 
from the point of view of the business man are seeking information that 
will furnish a basis for executive control — the control of merchandise, 
buying, sales-promotion activities, prices, costs, and public relations. 
The major problems met by the typical business enterprise fall into two 
main groups, viz., external and internal . Some of the problems under 
the first heading in which the management is vitally interested are: 
the kind, amount, location, and degree of competition present and in 
prospect; the present situation, and the trend in social control; the 
present condition, and the future prospects of business and industrial 
conditions; the potential demand for the firm’s products — who and 
how many are the prospective buyers, where are they located, how much 
and how often will they buy, and how and when can they be most 
effectively contacted; and the problem of public relations. 

There are a large number of internal problems, a satisfactory solution 
of which depends on adequate information. The management can 
secure valuable information through research to aid in the solution of 
organization, policy, operation, and control problems. Intelligent 
p lanning depends on information secured through market surveys, sales 
analyses, and other studies. An effective system of records and reports 
is nec es s a ry to furnish information concerning merchandise, customers, 
sales, collections, prices, and costs. The business executive who is 
supplied with an adequate system of records and reports, and an experi- 
enced and q ualifie d fact-finding organization, can set standards of pe$* 
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form an ce, analyse ^is sales statistics, conduct reliable market analyses, 
establish sales quotas, prepare * advertising and other budgets, plan 
sales programs, and constantly check results to determine how well they 
conform with the established standards. The periodic comparisons of 
perf enhance with the predetermined standards indicate what action 
should be taken; that is, should the procedure be changed, or should 
the standards be revised? | 

A merchant, for example, buys merchandise for resale. His major 
objective is to sell these products *at a profit. Jjf this objective is to be 
attained he must buy only goods that his customers need, want, and can 
pay for. One of his major management tasks is to determine accurately 
what goods fill this requirement. The buying of staples is comparatively 
simple; prices and brands are standardized. The major problem is 
to buy the correct amounts and to maintain adequate stocks. If the 
merchant buys too much he reduces his profits due to the high cost 
resulting from the large inventory investment and the slow rate of 
turnover. If he buys too small an^mount he may lose sales because he is 
“out of stock” when the customer calls. He should plan to buy fre- 
quently so as to maintain fresh stocks of merchandise, fie may advan- 
tageously buy in larger quantities than usual on a rising market, and in 
somewhat smaller quantities on a falling market. We have learned 
that it is normally the function of the wholesaler to carry reserve stocks 
for the retailer. The retailer’s function is to supply the consumer with 
the qualities and quantities of goods wanted at the time and place desired. 

The problem of planning the buying and selling of non-staple articles 
is much more difficult than is the case for staples. The consumer “ buys” 
staples but the merchant and manufacturer must ‘isell” specialty goods 
and other non-staples. The merchant must keep records of sales by 
sizes, colors, materials, styles, quantities, costs, selling prices, mark- 
downs, complaints, purchase dates, profits, and losses. The manu- 
facturer as well as the merchant finds that he must, determine what 
the consumer wants, and provide it. General Motors Corporation has 
carried on extensive consumer-research projects in an effort to learn 
the buyer’s wants. This firm found, for example, that when the con- 
sumer buys an automobile he wants positive brakes, a car that is easy 
to operate, sag-proof and rattle-proof doors, more substantial hardware, 
and non-clash gear shifts. The first ten most important characteristics 
in a car, according to the answers given in a consumer-research question- 
naire, were: first, dependability; second, operating economy; third, 
safety; and the other seven, in the order of their importance, were 
comfort, appearance, ease of control, low list price, smoothness, pickup, 
and speed. The manufacturers of automobiles have met these wants 
by providing four-wheel brakes, balloon tires, steel frames and tops, 
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itefety glass, a nd many otherimproved features nofctfound in a ear of the 
same price class ten years ago* * * 1 

The Technique of Market Research.— “Market research is the 
study of all problems dealing with the transfer and sale of goods • 
services between producer and consumer, involving relationships and 
adjustments between production ^nd consumption, preparation of 
commodities for sale, their physical distribution, wholesale and retail 
merchandising, and financial problems concerned .” 1 This import an t 
administrative functifja comprises tW collection, analysis, and inter- 
pretation of data concerning the market, marketing organization, policies, 
practices, and procedures. The application of the conclusions arrived 
at as a result of the research activities is usually considered a separate 
and distinct function, and should not be confused with the research 
function. The point of view of the research staff should be that of the 
true scientist. An unreledting search for truth, the whole truth, and 
nothing but the truth should be the guiding principle. Careful checks 
and tests should be made constantly*to be sure that no false conclusions 
have beep drajvn. Research, it should be remembered, is a means to an 
end and not the end itself . 2 

The New York Committee on Marketing Research Technique divides 
the general topic of the technique of market research into a number of 
stages and steps, as indicated in the following outline . 8 This outline 
indicates the complexity of the technical features of research and suggests 
the importance of methodology and competent personnel. 

The Technique of Marketing Research 
Stage I. Preparation — Analysis of problem: 

gtep A. Define tke objectives. 

1. Purpose of the study. 

2. Scope of the study. 

8f;ep B. Determine what facts are required. 

1. $acts relating to policies. 

2. Facts relating to products. 

3. Facts relating to markets. 

4. Facts relating to methods fnd means. 

1 Market Research Agencies , source book, Bureau of Foreign and Domestic Com- 
merce. The Market Research Council accepts the following definition: Marketing 
research is the collection, analysis, interpretation, and evaluation of data relating 
to (1) a commodity or service and its sales characteristics; (2) all commercial processes , 
through which it passes subsequent to its production; and (3) its actual or potential 
consumption. 

1 See also, Haring, Albert, “The Evolution of Marketing Research Technique, 0 
Rod Favxlle, D. E.,“ The Market Research of the Future, 0 Both articles published 
in The National Marketing Review. Winter Issue, 1936. 

8 Report of New York Committee on Marketing Research Technique, Ferdinand 
C. Wheeler, Chairman, American Marketing Journal, Vol. I, No. 2, pp. 64 Apr., 
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Step C* Determine where facts are to be found. 

1. IntemaL * , ' * 

a. Concrete — Records, preceding studies, etc. # 

b. Abstract — Policies, attitudes, habits, etc. 

2, External. 

* a. Groups — Race, sex, age, occupation, etc. 
b. Areas — Geographical sections, sales district, etc. 
e. Bibliography — Statistical st?Udie|, data, reports, etc. 

Step D. Determine how facts are to bj found. 

1. By direct investigation (record^ and observation). 

2. By multiple personal interviews. c 

3. By mailed questionnaires. 

4. By telephone inquiry. 

Stage II. Preparation — Planning of procedure: 

Step A. Determine operating plans. 

1. Forms — Questionnaire, tabulation forms, work sheets, etc. 

2. Staff — Selection, training, routine. 

3. Samples — Number, groups, territories, etc.* 

4. Testing — Where, when, how. 

Step B. Consider costs. 

1. Determinable cost. 

2. Contingent costs. 

3. Continuation costs. 

4. Value in relation to cost. 

5. Availability of funds. 

Step C. Provide for checks on reliability. 

1. With similar studies made by others. 

2. Questions in schedule to check against each other. 

3. With public records — census, A.B.C. reports, phones, autos, homes, etc. 

4. Verification of field results. 

Stage III. Execution of program — Collection of data : 

Part 1 — Developed or recorded data. # 

Step A. By individual effort (routine executive activity). 

1. Data by purchase from other data sources. 

2. Data by exchange or solicitation. 

3. Data by library research. 

4. Data from government sources. 

3. Data from media or institution sources. 

6. Data by visitation of key sources. 

7. Data from client or company sources* 

8. Data from authorities and specialists. 

Step B. By group effort (organized activity). 

1. Data from multiple unit sources. 

2. Data from general field results. 

3. Data from collaborative sources. 

4. Data from statistical culling. 

Part 2 — Undeveloped or unrecorded data. 

Step A. By individual effort (analytical research). 

1. Personal interviews to develop data. 

% Statistical studies. 

3. Exploratory or experimental. 

4. Estimate and collation. 
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Step B. By group effort (unit field work). 

1. Organisation. * 

а. Preparation of work sheets, questionnaires, instructions. 

б. Selection and^t raining field perso nnel. 
c. Mapping, routing, scheduling. 

2. Operation. 

a. Preliminary tests of plan and personnel 

b. Supervision of field work. » 

c. Inspection and editing. '} 

Stage IV. Execution of program — organization of data: 

Step A. Examine co^ected data — for Relevance, reliability, practicability. 

Step B. Classify and arrange-^-to compile quantitative statistical tables; to 
summarize qualitative data; to prepare graphic records. 

Step C. Analyze data to determine correlations, trends, and other relation- 
ships; to apply statistical adjustmehts; to develop collateral data. 

Step D. Select for final use, according to — object as defined; importance; 
expedience. 

Step E. Provide for report) — record of data sources; list of authorities and refer- 
ences; exposition of plan and method of survey. 

Stage V. Summation — Interpretation: 

Step A. Weigh data, to determine — significance; value of quantitative evidence; 

valqe of qualitative evidence. 

Step B. Set up tentative conclusions. 

1. By study of interrelationship of quantitative and qualitative data. 

2. By deductive consideration of data. 

3. By intuitive consideration of evidence. 

Step C. Test tentative conclusions — by double check of evidence; by examina- 
tion in the light of common sense; by comparison with alternative possibilities. 
Step D. Formulate final conclusions — as called for by specifications; as 
demanded by conditions disclosed; as needed to reach objectives originally 
defined. 

Stage VI. Summation — Preparation for presentation: 

Step A. Confer wfth interested associates. 

1. To conform with expedience and diplomacy. 

2. To inform and instruct other advisers. 

•3. ^0 secure last-minute reactions of importance. 

Step B. Revise — rearrange — embellish — index — summarize. 

1. In the ligfht of foregoing deliberations. 

2. To procure more orderly and logical sequence. 

3. For best graphic effects, greatest convenience, etc. 

Step C. Determine form and manner of presentation. 

1. For personal presentation — reading. 

2. Group presentation — in form of address. 

3. Enlarged graphic displays — special methods. 

Step D. final review. 

1. For conformance with presentation plan agreed upon. 

2. For human errors— negligence, misprint of text or figures. 

Stage VII. Extension of research service: 

Step A. Application. 

1. To insure full understanding of the research. 

2. To stress the time factor in use of findings. 

3. To sustain interest in the application and outcome. 
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Step B. Continuation. 

1. To clear up optical points by additional research. 

2. To reinforce thinly documented points. 

3. Further to analyse rapidly developing situation/ 

Step C. Revision — to adjust to new objectives; to conform to new conditions; 

to* incorporate new evidence. 

The first step in the handling* of grny research project is to define 
oiearly and precisely the problem to* be. considered. What kind and 
what amount of information is wasted, and why. must be known. The 
prindples of scientific method are violated when mformation is ccjllected 
in an aimless and desultory manner. There should be a definite problem 
to be solved, a theory to be proved, pr an assumption to be tested! The 
subject for study should be limited so that it can be treated adequately. 
The time, funds, facilities, and opportunities available frequently .limit 
the intensiveness with which a problem can be studied. Information 
concerning some portions of the problem may be easily secured, while 
data relating to other aspects of the subject may be secured only after 
long and oareful search, or may not be available at all. These problems, 
as was indicated above, will probably center around su<?n elements as 
the product, the demand, competition, and methods of increasing sales 
and reducing costs. Since market research is much used to reduce waste 
and decrease marketing costs, care must be taken so as to use it in the 
proper proportion — not so intensively that diminishing returns are 
encountered, or so niggardly that inadequate results are obtained. 

Finding the Information. — The nature of the objective determines to a 
considerable extent the location of the information. Much time and 
cost may be saved by a careful survey to determine c what information is 
already available. There are many published reports of valuable 
research projects that may be utilized in a given instance to furnish 
information or to give an idea as to methodology and technique. .Uni- 
versities; advertising and research agencies; newspaper, magazine, and 
broadcasting companies; governmental departments, bureaus, and 
commissions; trade associations; endowed foundations; learned societies; 
and many individuals have published studies, surveys, and analyses, a 
knowledge of which may serve as a check on one’s own efforts, or furnish 
information not otherwise available. A considerable amount of this 
type of material may be located by consulting Reader* * Guide to Periodical 
Literature, Industrial Arts Index, the card catalogue of the library of 
Congress, and the local library. A great amount of useful information 
is often contained and concealed in the files, books, and other records 
of the individual firm, association, or agency. The older officials of 
the firm or association may be able to furnish valuable information that 
has never been recorded. 
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There is a growing demand for current information which can be 
secured only at first hand ffom original sources. The securing of this 
kind of information requires a specialized form of technique and an 
experienced and well-trained research organization. This type of * 
information is typically secured through the use of interviewers who 
follow an outline of questions commonly called a ques tionnair e. This 
document may be mailed to the Iperson to be questioned, or the inter- 
viewer may talk to him personally or over the telephone. 

Methods Used in Securing Infonhation. — There are two major and 
two minor methods commonly used to secure marketing information. 
The interview and the mail questionnaire axe the two more frequently 
used methods, while observation and, experiment are less frequently used. 

The interview produces more reliable information when the inter- 
viewer is intelligent, well trained, and experienced. He can secure in a 
conversation much valuable information which could never be secured 
by a questionnaire sent through the mail. The interview method, 
however, has the disadvantage of bfing expensive because of the time 
required and the cost of maintaining a staff of qualified investigators 
in the field. Quick results over a wide area obviously cannot be secured 
by this method without an elaborate field organization and great expense. 

The mailed questionnaire can be sent to a large number of people 
simultaneously over a wide area at a relatively low cost. Satisfactory 
replies may be secured if the questions are not too long, if there are not 
too many of them, if they do not call for confidential information, and 
if the one questioned feels that the study being made will benefit him, 
his trade, or business in general. The disadvantage of tins method is 
that people are likply to ignore or misunderstand the questionnaire. 
Thi/situation may cause the results of the study to show a decided bias. 

How Many Are Enough. — Much discussion has arisen as to how 
many questionnaires or interviews should be used in order to insure 
satisfactory results. The use of either of these methods of securing 
marketing information is based on the assumption that a representative 
sample of the market as a whoje will be secured. The mere number of 
successful interviews obtained is not in itself important; the major 
problem is to secure enough reliable information to produce a true index 
of the real situation. Tests that have been made by statisticians and 
careful students of marketing indicate that the number need not be 
large, provided those selected are representative. 1 There are a number 
of factors that determine the number of replies necessary. The more 
important of these are indicated by Dr. Starch in the following quotation : 1 

1 Watson, Richmond, “Polling the Consumer,” J. Walter Thompson BulL, pp, 
12#., May, 1930. 

* Quoted by Mr. Watson, op. eit., pp. 12 ff. 
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The number of reanpnsee necessary for a reliable set of data depends on the 
territory that needs to be covered, apd ifpon the number in any community 
necessary to give a reliable sampling of that community. t When the investigation 
is carried out carefully, it is surprising how small a number of responses are 
necessary to give an adequate index of the status with regard to any given prob- 
lem, either in a given community or in the country as a whole. 

The number of responses or interviews that are necessary to give reliable 
representation of the answer to the probleifi may be determined statistically by 
ascertaining to what extent the data from various sizes of groups agree or disagree 
with one another. c %. j 

The conclusion which seems to be justified by such data as are available is 
that approximately 50 returns obtained by personal interview, and representing 
a properly distributed sampling of the cj^ss of persons in whom the investigator 
is interested, is a sufficiently large number to give a fairly reliable index of that 
community. In the case of larger cities, the number might be extended td> 100; 
and so far as the entire country is concerned, it is highly probable that 6 to 10 
typical sections of the country sampled by means of 50 to 100 personal interviews 
each will, for most purposes, give as reliable a set of data as is ordinarily desirable. 

t. 

Sales Management asked a number of executives: “Hcwy maqy homes 
constitute a typical cross section ?” The replies are summarized in the 
following table. 

Tabus 86. — Opinions of Executives on How Many Abb Enough* 


Percentage of 

Percentage of 

Those Answering 

Homes Necessary 

28.6 

2 

20.3 

1 

16.2 

4 

13.5 

10 . 

9.5 

Kofi 

6.8 

3 

4.1 

5 

1.0 

i H 


1 Salt * Management , pp. 218#.. Sept. 1. 1934. 

Thus 28.6 per cent of those answering said that 2 per cent of the 
homes were enough to furnish a typical cross section; 13.5 per cent 
thought 10 per cent of the homes should be contacted if a representative 
sample was to be secured. 

A Philadelphia advertising agency executive says: 

In our survey work we have in the last several years never set any definite 
number of calls to be made. We use a sampling method whereby we lay out a 
minimum number of calls in a definite cross section of the particular community 
on which we are working. That sample is then charted and the same number is 
used as a duplicate and charted, and this method continues until the results 
continue to be of the same proportions. In this manner we fed that we then have 
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a very definite cross section, apd, regardless of bow ms^iy extra calls are rnqA*^ 
the answer would probably be the same.* 

r> 

The research director of another advertising agency breaks the* 
problem down into logical groups and says that a national survey should 
cover 0.1 per cent of the homes, a sectional survey 1 per cent, and a 
strictly local survey 10 per cent^ * 

There is obviously no rule or formula that fits any and all circum- 
stances. The facts ^nd conditions? of each individual case deter min e 
how many interviews are necessary to secure the representative sample 
necessary to produce reliable results. The objective in mind for one 
research project may be satisfied with a lesser degree of accuracy than 
the objective of another project. Thus the question, “How accurately 
is it necessary to know the result?” 2 must be answered in each instance. 
A representative sample may be secured by taking a random sample 
which must be taken free from the influence of all personal interest or 
bias, or by the method of purposive ^election. Mr. Brown says: 

The number selected should reflect the total representative population from 
which the random Bample is drawn. If the random sample is to be broken down 
into sub-classes, then the total number of interviews in each sub-class should 
be the value for n. In such cases it is assumed that each sub-class has been 
selected in a random manner. On the other hand, if votes are taken for several 
objects, then the total n should be for the whole group. 

Observation is the method used when the investigator watches and 
reports what goes on. He may observe, for example, what percentage of 
people passing a gi^en window stop to look at the window display, note 
the general appearance of a store, the customers, the town, street, 
country, and many other factors that tend to reflect market conditions. 

*fhe Experimental method is an attempt to measure the effect of 
certain causes or factors by controlling the conditions during the experi- 
ment This method has been used with some degree of success in testing 
the effectiveness of headings fcfr advertisements, size of space used, kind 
of illustrations, trade-marks and names, and the size, shape, and color of 
packages. 

Analyzing and Interpreting the Data . — The third step in market 
research is to classify and otherwise arrange in logical order the collected 
information for the purpose of aiding in determining what it means. 

1 Soles Management) op. cit. 

*0 / : Brown, T. H., “The Use of Statistical Techniques in Certain Problems of 
Market Beaearch ,* 1 Harvard Bureau of Business Research Studies, No. 12, May, 1988. 
See also by t V game author in The National Marketing Review. Winter laeue, 

1936, pp. 258 g. 
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Core should be exerqped constantly tq preyent any bias, prejudice, or 
preconceived ideas from influencing* the interpretation of the data or the 
final conclusions drawn. Final judgment should^ withheld until all 
facts are. in and due consideration given them, and until the analysis, 
interpretation, and conclusions have been subjected to various statistical, 
logical, and other forms of tests, t The distinction between fact and 
opinion, cause and effect, representative and incidental facts must be 
kept ever in mind. False assumptions and analogies, jumping at con- 
clusions, and trick reasoning have no place hi the solution of a problem in 
marketing. 

Performing the Service . — Research should be conducted undeir the 
direction of some one who is trained* for this type of work and hasi had 
wide and successful experience. The successful director of market 
research should have many of the qualities of the economist, psychologist, 
statistician, engineer, diplomat, and practical ‘business man. 

A firm may have a research organization of its own; it may secure the 
services of a firm that specializes in this type of work; or allow an adver- 
tising agency to perform the service. The following exaqnple^ suggest 
how research may be used to increase the efficiency of marketing. 

Some Illustrations of the Use of Research. Marketing Policies . — 
A successful producer or merchant usually gives considerable time and 
study to the formulation of general rules of performance, or policies, 
which serve to guide individual action with reference to important 
recurring problems. Some of the more important marketing policies 
are established with reference to the characteristics of the product, 
method of marketing, use of advertising, terms of sale and the amount 
and quality of services rendered. f t 

The more alert managements, for example, have well-defined policies 
governing their action with reference to the kinds, types, grades, and 
qualities of products bought and sold; and as to whether they will bfiy or 
produce the goods they handle, or identify and protect them by using 
brands and trade-marks. The practice of each enterprise expresses its 
policy or lack of policy. • 

Producing versus Purchasing. — Some of the factors that influence 
the determination of a policy are indicated in the following discussion. 
The final decision of a firm as to the policy it will follow with reference to 
whether it will manufacture all or a portion of its equipment, materials, 
and supplies, or buy them from some company specializing in tins fine 
of goods, will likely depend upon a number of factors. A few illustrations 
will serve to make this point clear. A large number of firms use coal; 
yet few, for obvious reasons, find it advisable to own coal mines . 1 All 

1 Some railroad, steel, and public utility companies, however, find it advisable to 
control ooal mines. 
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manufacturing firms use lubricating oil, but the relatively <mndl 
used a nnuall y and the large amount of capital necessary to produce 
the varieties of oils needed preclude any, except those specializing in the 
production of this product, from owning and operating oil wells and 
refineries. The United States Steel Corporation uses pig iron continu- 
ously in large quantities; it finds it profitable to produce the pigs. The 
small steel firm, however, finds it ■'advisable to buy its supply. 

A firm in a new industry might find it advisable to purchase its 
supplies and material^ from independent producers so as to keep down 
the risk involved in investing large sums in plant and equipment. A 
number of automobile and truck firms follow this practice. They 
buy frames, engines, tires, wheels, electrical equipment, bumpers, 
batteries, and other parts. An old industry that has a steady rate of 
growth or one that shows no signs of an approaching decline in demand 
presents less risk than the new and untried industry. 

A firm may find it necessary to produce some materials in order to 
insure a dependable source of supply tand to maintain the quality of the 
finished product. There may be a sales advantage to a machinery 
manufacturer, for instance, in being able to advertise the fact that he 
manufactures the entire product. The ability to do this is limited, 
however, by the financial resources of the company and the managerial 
and technological knowledge and skill available. 

Purchasing of supplies and equipment from outside sources is likely 
to be advisable when the demand for the buyer’s products is uncertain, 
seasonal, or small-scale; and when the purchased part is relatively 
unimportant, highly standardized, and easily obtainable. 

Pplicy as to Methods and Practice. — Some firms, after careful investi- 
gation, have established a definite policy controlling their use or non-use 
of middlemen. Others merely follow tradition or the practice of com- 
petitors. *A number of producers follow the policy of selling direct to 
the consumer. One group, however, may follow the policy of reaching 
the consumer by means of its own retail stores; another group may 
contact the consumer by means of the house-to-house salesmen. Others 
may use the mail or utilize vending machines, robots, and other forms of 
automatic selling. Firms that follow a policy of selling through middle- 
mat have to formulate supplementary policies governing the choice of 
retailers, jobbers, wholesalers, brokers, and other possible agencies. 

A huge n umb er of firms follow a policy of using no advertising. Those 
that do make use of this form of sales promotion establish polities 
governing their advertising practice, such as the preparation of copy and 
the selection of mediums and appeals. 

The established policy with reference to the terms of sale is highly 
significant. - S ome retail firms are known as credit stores, and others as 
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cash and cany, following 1925, installment selling forced many 
managements to adopt a definite policy governing time-payment plans. 
Policies with reference to deliveries and other forms of services, prices, 
discounts, guarantees, contracts, franchises, and returned goods are 
frequently found to be essential to effective marketing operation. 

To Improve the Product. — A* study of the product or service to 
determine what improvements can t* made in its size, shape, color, 
and other features that will cause jt to meet more fully the needs of the 
buyer usually proves profitable. Valuable information may be secured 
by interviewing the dealers who sell the product and the buyers who 
use the goods in order to get their criticisms and suggestions for improve- 
ments. The “man who uses one” lnay be in a better position than the 
producer to discover the strong and the weak features of the prdduct. 
Laboratory tests may reveal why a product fails to meet the User’s 
approval. The following quotation shows how research was used by 
the National live-stock and Meat Board to aid in the improvement of a 
particular product: 1 • 

Measuring Production Methods and Market J?eeds* 

After organization for research was effected, the first problem to be met was 
the determination of suitable measuring sticks with which properly to classify 
and describe the rather complicated data to be secured. It was necessary to 
find some scale on which the effect of grass or grain feeds, sex, age, degree of 
fatness, and many methods of handling could be recorded, when their joint 
result was expressed in the meat carcass. Furthermore, this was only half the 
problem as similar measurements were requisite to determine the degrees of 
quality and palatability in the meat after it was cooked ^or processed according 
to standards adopted for each kind and cut. Furthermore, any comparisons of 
a historical nature required some means of taking into account the changes in 
prevailing ideas on the best kind of meat, its weight, color, and so forth. The 
research was therefore divided into two parts: * * 

1. Research to produce the most fruitful lines of attacking the problem; and 

2. Research applying these lines of attack to experimental animals, their 
meat carcasses, and their cooked products. ( 

Difficulty of Developing Methods 

The development of methods was indeed difficult, for it proved necessary, in 
final analysis, to devise some method of measuring the sensations of the con- 
sumer. At first it seemed possible to measure both tenderness and flavor only 
on the basis of individual judgment. Hence a large and specially trained grading 
committee was used by the Department of Agriculture and all of the cooperating 
state institutions in order to record an average opinion on these two subjects. 
Try as one might, however, tins measure was subject to considerable variation 

1 Monthly Letter to Animal Huebandmm, Vol. XI, No. 2, Armour live-stock 
Bureau. 
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and pwaonal opinion. And the great difficult »uy. «. 

°l *“ occ^Um , JT 

m awrajp opinion aiping from personal biases that were difficult to adjust. 
It was therefore determined that laboratory methods must ultimately replace 
the committee method. 


Among the qualities that have J>een studied are measurement of 
the degree of tenderness; deternjination of texture; studies of flavor, 
color, and juiciness; the effects of various feeds and combinations of 
feeds on various classes of anii^als under different conditions; and the 
influence of sex and breeding on the quality of beef. 

Locating the Market . — One of the most common uses of research is to 
locate the demand, active and potential, for a product. It is estimated 
that 50 per cent of the counties of the United States contain 82 per cent 
of the population, 96 per cent of the income-tax returns, 87 per cent of 
the production, and 96 per cent of the bank deposits. 1 What bearing do 
these facts and a large number of others have upon the location of 
profitable markets? Costs of marketing are higher than they would be, 
in may ipstaqpes, if producers and merchants knew where their logical 
markets were, and then developed them through intelligently planned 
and skillfully executed methods. 

The manufacturer and the merchant want to know how much 
spendable money there is at any given time; 2 and how this form of 
purchasing power is distributed — geographically, and otherwise. The 
Census of Distribution of 1929 and the Census of American Business, 
1933, indicate how much was spent during each of these years, by 
the kinds of business institutions surveyed and for the kinds of goods 
included. Brookmile Economic Service and a number of other economic 
sendees issue forecasts of the estimated income for the semiannual 
periods. The Department of Commerce publishes in the Survey of 
Current Business a number of series of economic activities that are useful 
in determining the amount of spendable income. Sales of department 
stores, chain stores, mail-order houses, general merchandise rural stores, 
and of variety stores, published in the Survey, indicate how much is 
being currently spent. The retail price series published by the Bureau 
of Labor Statistics indicates the proportionate distribution of consumer 
expenditures. The family budget studies of the Department of Labor 
give more specific information concerning the distribution of expenditures 


1 McNmcu, T, M., Industrial Marketing Ser ., No. 11, American Management 
Association. 

* Saks Management , in “The Survey of Spending Power for 1935,” defines spend- 
able money income as “the money received for goods and services produced and 
rendered ifayfog the calendar year plus Federal allotments, and the money paid out 
of savings and surpluses of business institutions/ 1 
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by income groups. Employment figures and wage rates, factory 
production figures,* income-tax returns, farm prices and production 
statistics indicate purchasing power. The sale o# new passenger cars is 
a good indicator of purchasing power. These data are particularly useful 
becausef they are available currently in considerable detail. The auto- 
mobile industry has reliable figures^ for example, on the exact number of 
cars sold by make, style of body, pri^e class, where, and when. This 
information is available weekly, monthly, and semiannually. 

One advertising agency has developed a buying power index. 1 This 
is secured by combining the three factors— population, number of income- 
tax returns, and number of retail outlets — without wei g h ting , lit is 
claimed that this index shows a correlation of 0.997 when compared 
with the actual sales in each of Pennsylvania’s sixty-seven counties. 
This agency has established a buying power index for each county id the 
country. It is obvious that such an index has certain limitations. Each 
market has its own individual differences which general indexes will not 
reflect. , 

The Trading Area Concept. — Another form of market analysis has 
attempted to divide the country into trading areas, that is into sections 
having certain common characteristics of marketing significance. The 
Department of Commerce, for example, divided the United States into 
183 primary trading areas. The factors considered were: transportation, 
natural boundaries, freight rates, buying habits, trade practices, etc. 
The International Magazine Company defines a consumer trading area as 

an irregular shaped unit of territory based on the flow of retail trade, the boundary 
fines of which are determined by, (1) the commercial influence of the key city, 
(2) the physical characteristics of the adjacent territory, *(3) the transportation 
facilities and distribution machinery serving it, and (4) the traditional or regular 
buying habits and customs of the people. 1 

• • 

Some thirty-three sub-factors are analyzed in an effort fo determine the 
market influence of the key cities. Approximately 641 principal retail 
trading areas have been identified in th^ United States by the magazine 
publisher. 

Care must be exercised in using any such plan. There is a different 
trading area for different kinds of products, and for different kinds and 
classes of wholesale and retail outlets. The trading area for a retail 
distributor of staple groceries is very small; the area is slightly larger 
for drugs, and perhaps somewhat still larger for hardware; many of the 

‘“TbeBBDO Buying Power Index,” by Chester E. Hazing, in Advertmng and 
Selling, Nov. 9 and 23, 1933. 

* McCarthy, L. J., director of marketing, International Magazine Company, 
"Development of Trading Areas,” The National Marketing Review, VoL I, No. 1, 1935 
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shopping lines, on the other hand,«draw from a muclj larger trading area. 
Consumers will travel § much farther to buy, for instance, dresses, suits, 
millin ery, furniture, and rugs than they will to buy nails, coffee, or 
tooth paste. Some manufacturers have found that for certain products 
the country tends to divide into trading areas corresponding to the 
dominant newspaper circulation, j Or* this basis there are approximately 
300 retail trading areas in the United States. 

The Bureau of Foreign and Domestic Commerce, in a recent publica- 
tion, suggests the stud&s needed# by a manufacturer prior to the investing 
of capital in or the producing and marketing of a new industrial product. 1 
This study presents useful information concerning buying habits, 
competition, market relationships, * sources of new industrial product 
ideas, design, engineering, and production factors. 

Selecting Retail Locations. — Retail firms have spent large sums of 
money and much valuable time in attempts to locate suitable markets. 
When a firm chooses a location, it has as its major objective the selection 
of an opportunity to reach a market that will produce a satisfactory 
volume ctf sales at a reasonably low cost. A good location is one that 
actively aids the management in making sales at a profit by providing a 
demand with a suitable degree of accessibility and proximity ; prestige for 
the firm or product; and adequate physical facilities. A given location 
may be suited to the needs of one kind of business and be altogether 
undesirable for one of another kind. A given location, in fact, may not 
be of equal value to two businesses of the same kind if they are of different 
sixes or cater to different classes of clientele. 

Some firms, because of their nature or the policy of the manage- 
ment, need a location in the central business district. 2 Small department 
stofes, neighborhood banks, and other small retail outlets that find it 
desirable to be near the homes of their customers tend to locate in out- 
lying business sections. Firms selling shopping goods do better when a 
number of like kind and quality locate near one another. Businesses 
handling convenience goods appear to enjoy no particular advantage in 
locating near others of like kinfi. Many of these seek streets of dense 
pedestrian traffic, while others locate on transfer comers and in neighbor- 
hood districts. 

The answer to the question, Does this particular location afford access 
to a profitable market? calls for definite standards of; volume of net 
sales, gross profit, rate of turnover, and rental cost. The ability of any 
retail firm to meet these standards depends to a considerable extent 
upon the qualities of the location. The management will likely find it 

1 Market Reaearch Series No. 6. 

*8uchfinns, for instance, as large department stores, banks, brokerage firms, 
cafeterias, railway- and steamship-ticket offices, large theaters, and hotels. 
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profitable to establish standards for sueh factors as rental costs, character 
of clientele catered to, minimum nUmber of persons or families necessary 
within a given area, transportation facilities, character and quality of 
business neighbors, and the volume and quality of pedestrian traffic 
passing the given location. Having these standards with which to 
judge any proposed location, a finer is likely to secure a higher percentage 
of satisfactory locations than if the site is chosen less carefully. 1 

A report issued by the Departmf nt of Commerce, based on an analysis 
of the 1930 Census for the metropolitans area of Sfc. Louis, indicates that 
53 kinds of stores were not found in the central shopping district, whereas 
only one of 124 classifications of retail stores was located exclusively in 
the central district. The 53 comprised principally the food and automo- 
tive groups. These have operating expenses generally above the average 
for those operating throughout the city. Tl)e central district had5 per 
cent of the city’s stores and 36.5 per cent of the retail employees, but 
accounted for 32 per cent of the retail sales. The average cost ratio of all 
businesses in the central shopping district was approximately 30 per cent 
as compared with 27 per cent for the rest of the city. « Thirty-seven 
of 70 different kinds of stores, including department and variety stores 
and very highly specialized types of businesses, found the central shop- 
ping district cheaper on the basis of a percentage of sales; 33 kinds of stores 
found the central district more costly than outlying districts; this group 
included women’s specialty stores, most eating places, all kinds of 
clothing stores for men, and shoe stores. 

Studying Trends . — The seller needs not only to develop ways and 
means of determining the nature and the extent of changes that are taking 
place in the wants of the users of his goods, their living and working habits 
and methods, and how they are affected in their thinking, actions, fend 
desires by the changing technological, economic, social, and political 
conditions; but he must also study the trend of movements that may be 
regarded as causes in order to secure a basis for predicting probable future 
changes. The producers and merchants who do not foresee the effects 
of these movements upon the demand foi*specific industrial and consumer 
goods will find themselves in the unfortunate position of the bicycle, 
carriage, and harness manufacturers who did not foresee the effects of 
the invention of the automobile, truck, and tractor; the manufacturers 
of phonographs and musical instruments who considered the radio merely 
a toy; and the textile manufacturers who ignored the coming of rayon 
ami overlooked the consumers’ growing interest in fashion. 

The trend in the volume of sales and the profits of an industry may 
be influenced by the rate of growth of population, business, wealth, and 

1 For a fuller discussion of methods and standard*, consult an article by the author 
in tin Harvard Business Review, pp. 303 ff., April, 1928. 
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income in that industry’s market area. These factors are important 
because they control purchasing pbwej* and the standard of life. During 
the period 1923-19201 industrial production increased at the average 
rate of 2.4 per cent annually, and population increased 1.3 per cent 
yearly; net profits — all corporations — increased at the annual rate of 8.9 
per cent; corporate dividends increased 17.2 per cent; the national income 
grew at the annual rate of 4.9 pd* cent; new life insurance increased at 
the average rate of 9.4 per cent a year; while savings deposits increased 
8.3 per cent annually. 1 There were^decreases, however, in a number of 
important activities. * Permits** for new building showed an average 
yearly decline of 6.3 per cent during the period 1924-1929. Employment 
in manufacturing industries declined 1.5 per cent annuall y during the 
period 1923—1929, while factory payrolls showed an increase of 0.3 per 
cent annually. Prices declined at the annual rate of 0.9 per cent during 
the period. The period 1930-1933 was one of rapid decline in income, 
factory production, construction, dividends, national income, life 
insurance sales, savings deposits, employment, wages, rents, car loading, 
and many other factors. From 19&3 to the first part of 1936 there 
has been a rise in all of these divisions. 

These figures illustrate some of the conditions that the research 
department should study so as to be able to furnish information that may 
be used to answer such questions as, What may we reasonably expect 
to happen in general to production, profits, income, wages, sales, and 
costs during the next five-, three-, and one-year periods? How will 
these conditions probably affect our industry and our firm? This 
naturally raises the question, What can and should be done about it? 

Finding the Relatives in Marketing. — Since all markets, methods, 
lineff of products, middlemen, and salesmen are not of equal importance 
or value, research may be used to determine the relative value of a large 
number pf marketing elements. The knowledge thus secured paves 
the way for intelligent selection and elimination. Unprofitable territories 
can be discarded or methods introduced that will make them profitable; 
inefficient salesmen can be discovered and the proper action taken; and 
the degree of effectiveness of tte advertising can be established. 

Efficient administrative control demands that the management know, 
for instance, such conditions as the relation of its own sales to the total 
sales of the industry, the relative position held by each class of customers, 
and by each model or style of product. The volume of sales of auto- 
mobiles, to use this product as an illustration, increased uninterruptedly 
each year from 1902 to 1917. From 1917 to 1930 every third year 
suffered a decline in sales from the preceding year. The peak in sales 

1 Data from a series of studies published by the Continental Illinois Bank and 
Trust Company, The Trend of Businese f May 26, 1930. 
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was reached in 1929. Beginning with 1930 there was a drastic decline 
for three consecutive years. The Ijottfim was reached in 1932. Follow* 
ing this, there were three consecutive years, 1939-1935, in which sales 
increased each year. Each important automobile company knows its 
relative* position in each state, county, and city for each month in the 
year, and for a number of consecutive years. 

.The buyers of automobiles are*usiially divided into three divisions, 
viz., new and multiple car buyers, replacement buyers, and foreign buyers. 
The relative importance of each division is easily determined. The^e was 
an uninterrupted increase in export saldh during the period 1921{-1929, 
although the percentage of total production exported declined slightly in 
1929. The percentage going into, the foreign market continued to 
decline through 1934, but increased in 1935. The replacement demand, 
which now normally absorbs the largest percentage of the total produc- 
tion, increased through the year 1932. The percentage figure jumped 
spectacularly during the period 1930-1933, and then decreased rather 
sharply in 1934 and 1935. 1 The number of new and multiple car buyers 
increased to the year 1923, and showed a declining tendency to 1929; 
from 1930 to 1932 the decline was most severe. The nilmber of new 
and multiple car buyers for 1931 and 1932 was reported as aero by the 
National Automobile Chamber of Commerce; the number reported 
for 1934 was 442,589.* The relative importance of the three markets is 
indicated in Table 87. 

Since such a large proportion of the families in the United States who 
can afford a car are supplied with some form of automobile, the oppor- 
tunity to make sales to the group of non-owners is definitely limited.* 
It may be said, in fact, that sales to this class depqpd largely upon the 
normal growth in population, increase in per capita purchasing pdWer, 
reduction in prices, improved quality and performance, the used car 
market, and partial-payment plans. . • 

Effect of Style on Sales. — The demand for different body types 
changes rapidly. In 1921 only 22.1 per cent of the cars produced ware 
closed models; by 1925 the percentage had risen to 56.5, while in 1934 
approximately 98.8 per cent of the cars were closed models. The once 
popular touring car accounted for only 0.65 per cent of the 1934 produc- 
tion. The four-door sedan was the most popular body type in 1934, 
accounting for 42.38 per cent of the total output; the two-door sedan 

1 The Automobile Chamber of Commerce estimates that 2,884,228 cam were 
"scrapped” in 1230, 2,015,024 in 1031, and 2,000,000 in 1034. The numbers scrapped 
in 1081, and 1932 were larger than the number of cars produced during those periods. 
. , * Automobile Facte and Figuree, 1935 ed. 

* There was a car for every 5.8 people in the United States at the b eg i nni n g of 1035. 
Nevada ranked first with a car for every 2.92 people, and Alabama was last with a 
car for every 12.01 people. 
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was second, accounting for 86.68 per cent of total production. This 
was an increase from 25.71 per cent in 1931. D 1 © coupe was third, 
with almost 16 per* cent of total ’production. No other body type 
accounted for as much as 2 per cent of total production in 1934. The/ 
roadster, for example, fell from 6.45 per cent in 1931 to 0.57 per cent in ' 
1934. The managements that anticipated these changes in consumers* 
wants profited; 1 those that did nfot jfaid heavily for their lack of foresight. 


Tabus 87. — Relative Importance of the Three Forms of Automobile Demand 1 


Year 

Foreign demtAid in- 
cluding Canada, 
per cent 

Replacement, 
per cent 

New and multiple 
car buyers, 
per cent 

1921 

7.5 

28.7 

63.8 

1922 

8.6 

30.1 

61.3 

1923 

£.1 

21.0 

69.9 

1924 

11.5 

30.6 

57.9 

1925 

13.0 

37.7 

49.3 

1926 

13.0 i 

40.6 

46.6 

P27 . 

18.0 

57.9 

24.1 

1928 

18.0 

54.6 

27.4 

1929 

17.8 

49.8 

32.4 

1930 

16.0 

82.1 

1.8 

1931 

13.11 

86.8 

0.0 

1932 

12.64 

87.3 

0.0 

1933 

12.20 

84.7 

3.0 

1934 

14.8 

69.8 

15.4 


* Computed from Automobile Facte and Figures, 1935 ed M Automobile Manufacturers Association 


Seasonal Tren$. — A large number of industries have to deal with 
se&onal demand, seasonal production, or both. Farming is greatly 
influenced by the seasons. Theaters, professional sports, sports in 
educatignal institutions, the beverage industry, department stores, 
summer resorts, urban street railways, and gas and electric companies 
are some of the businesses and industries that are faced with serious 
problems brought on because of the seasonal character of the demand* 
Table 88 indicates the relative*monthly sales of automobiles, and suggests 
how serious the problem may become from the marketing side as well 
ss from the production side. Almost two-thirds of the total sales occur 
in the middle half of the year, while only about one-sixth of the annual 
sales are consummated in the last quarter. Less than one twenty-fifth 
of the annual sales take place in December. People who might otherwise 
buy in November and December probably wait until the new models 
axe available during the first quarter. The winter season apparently 
1 The outst anding successes of Chrysler and Ford in 1934 and 1935 are good 
illustrationft. 
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is not conducive to Urge-volume purchase. Some of this seasonal 
inequality has been Reduced through the introduction of closed cars, 
heaters, better roads, and more efficient snow-removal service. The 
‘plan to hold automobile shows in October and November may stimulate, 
' to some extent, sales during the winter months. The result secured in 
the first attempt, the autumn of 1935, was highly gratifying. Sales for 
the first quarter of 1936, however, rferetapparently somewhat adversely 
affected. 


Tabus 88. — Seasonal Fluctuations in^he Sale cw Automobiles j 
Based on a seven-year monthly average, 1927-1933 inclusive. [ 


First quarter 

Second quarter 

Third quarter 


mm 

ifi 

Month 

Per 

cent 

Month 

Per 

cent 

Month 

s 

Per 

cent 

Month 

nm 

January ..... 


April 

11,97 

July 


October 

7.22 


6.43 

May 

11.98 

August 

|j)P 

November. . . 

5.00 

March 

9.32 

June 

10.48 

September . . . 

Egg 

December 

♦ • 

3.98 

Total 

21.74 

Total 

34.43 

Total 

27.63 

Total 

(PHI 










Wastes in marketing can be materially reduced by a more careful 
study of the effect of the seasonal factor on selling and then developing 
ways and means for controlling the operation to the best advantage. 
The manufacturer should determine, for instance, the normal sales and 
production for each month, how much stock the dealer and the manu- 
facturer should carry to meet the need, and the ratq of flow from the 
dealer to the buyer and from the manufacturer to the dealer. * # 

Research may be used to find and develop new and more efficient 
ways of solving the problems arising from the seasonal variations* Some 
firms have been able to reduce the hazards of seasonal deiqand by selling 
two or more products that supplement each other, one being sold during 
one portion of the year, and the other during the remainder of the period. 
This method is exemplified by those firms that sell coal in winter and 
ice in summer. A candy manufacturer whose demand was greatest in 
winter discovered that the same ingredients used in the candy could 
be used in a liquid form to pour over ice cream and frozen desserts, for 
cake icing, and for flavor in malted drinks; bar candy, which sells well 
in summer, was also introduced. These adjustments secured a con- 
tinuous demand for the products of the firm. 

Research and Marketing Practice. — Costs of selling may be reduced 
fay developing better methods of selecting, training, supervising, and 
paying salesmen, dealers, and other representatives. Results secured 
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from expenditures for advertising would probably be more satisfactory „ 
if more serious study were given to the selection of mediums, preparation 
of copy based on souxfil psychological appeals, and to the scientific testing ^ 
of these and other elements before a large sum of money is appropriated » 
primarily on faith. 

Testing Proposed Action . — Research has been effectively used for 
pre-testing and post-testing marketing practice. The following methods, 
for example, are now rather widely used to test the effectiveness of 
advertising. * 

1. Keying ad v ei^isement s and counting the number of inq uir ies 
received or the number of coupons returned to indicate the “pulling 
power” of a particular piece of qopy or the coverage of a particular 
advertising medium. 

2. The effectiveness may be tested by the sales results when con- 
ditions have been carefully controlled. The degree of effectiveness is 
indicated by the size of the sales response. 

3. Research may be used to t^st the effectiveness of the various 
elements of the advertisement, such as size, position, illustration, head- 
line, and time of insertion. 

4. Consumer opinions, attitudes, habits, behavior, and beliefs may 
be determined by research. The laboratory method may prove useful 
in pre-testing advertising copy. This may take the form of a consumer 
jury or an order-of-merit ranking. This method, if carefully planned and 
conscientiously performed, is economical, consumes little time, and 
furnishes an opportunity to test the various elements of an advertisement 
separately. 

Care must be tejken, however, to control the test in such a manner that 
tlje* results obtained will be reliable. The researcher should always keep 
the problem clearly in mind, what is being tested , and be sure that the 
procedure followed really tests the attribute contemplated. It is usually 
desirable to test the test to determine its degree of reliability . 

An evaluation of the consumer jury method is presented in the 
following summarized statement. 1 2 3 

1. The consumer opinion method can be depended upon to give correct 
rankings of effectiveness of advertisements, if properly conducted. 

2. Conversely, blind use of the method, without appreciation of its limitations, 
might give misleading evidence regarding effectiveness of advertisements. 

3. Among the more important requirements in using the method is that of 
securing an audience really interested in the product advertised, if a dependable 
ranking of advertisements carrying differing appeals is to be had. 

1 Bouton, Lovexin, Edwards, and Gragg, 14 A Test of the Consumer Jury 
Method of Banking Advertisements,” Harvard Bureau oj Business Research Studies , 
No. II, April, 1935. 



712 


some fundamental marketing problems 

4* The need of securing an audience really interested in the product indicates 
an important limitation in the use of f the* method; namely, it should not be 
applied to products other than those having general use or interest, unless an 
, effective and economical way of reaching a jury really interested in the product 
can be demised. 

5. If the differences in the advertisements to be ranked relate not to differ- 
ences of appeal but to such variables as* illustration, arrangement of mass, type, 
and spacing, then dependable results in ranking probably can be secured whether 

the jury is actively interested in the product or not. 

• 

Testing to determine the power of* an advertisement to attract 
attention, arouse interest, secure a reading, etc., is important, but the 
major objective of the management is to determine the selling effective- 
ness of a particular advertisement or the value of a given medium, 
program, or plan. There is little value in testing the obvious, oti in 
trying to convince a person of something he already believes. That is 
spending time and money in “battering down an open door.” 1 

The New York section of the American Marketing Society worked 
out a plan to measure the effectiveness of methods and mediums employed 
in marketing. The following outline indicates the idea* in general, 
and the more specific plan for measuring the effectiveness of salesmen. 1 

I. Measuring the Effectiveness of Methods and Media Employed' in 
Marketing. 

A. To study methods of measuring sales effectiveness. 

1. Measuring the resultfulness of the entire marketing effort. 

2. Comparative measures of efficiency of the several tools contributing 

to the net result. 

a. The methods of measuring the effectiveness of the salesmen. 

(1) Comparative-Results Method, e.g. t volume of dollar s$les, 

number of physical units, number and size of accounts 
opened, percentage of potential accounts sold, growth of 
sales to number of accounts sold. • * 

(2) Standard-of-Practice Method, e.g., the methods, technique, 

and sales helps employed by the most successful salesman 
in the organization. Each of the other salesmen is then 
ranked on the basis of tfeis standard of performance. The 
information is secured by an analysis of the individual 
records, questionnaires filled out by the salesmen, and 
reports submitted by an investigator who was present at 
the time and place of some of the sales interviews* 

(3) Field-Recognition Method, s.p., evaluating the effectiveness 

of the salesman on the basis of opinions and records of the 
buyers, the frequency of calls, etc. This information is 
secured by means of a field survey. 

* Expression attributed to P. T. Cherington. 

* Committee on Industrial Marketing, W. K. Porser, chairman. 
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(4) Functional-Performance Method, e.g., establishing a set of 
standards *of functions and performance for the salesmen. 
Scdre the individual salesman's performance on the basis 
of the check list, and compare the result with other sales- « 
men's records. This information is secured by an investi- 
gator who is present at the sales interview. 

) * 

Using Research to Determine Store Layout — The typical retailer, 
both small- and large-scale, could use research very effectively to improve 
the layout of his stpye and tb£ display of his merchandise. 1 Display 
involves the selection of the articles for exhibition and the determination 
of the time when and the manner in which the merchandise is to be shown. 
Layout , on the other hand, refers to the location and arrangement of 
merchandise departments, equipment, and office units within the store 
building. 

The Function of Layout. — Layout may be thought of as being both 
horizontal and vertical. Departments are assigned definite locations 
vertically when they are placed according to floors in a multiple-floor 
building,* and .are located horizontally when given a definite place on any 
given floor. 

There are three major functions performed by layout. It provides 
suitable space for display, demonstration, and examination of merchan- 
dise. It may be used to suggest the quality of merchandise and services 
offered for sale. Some layouts convey a bargain atmosphere, while 
others may suggest dignity, quality, and exclusiveness. The layout, if 
properly planned, can be used as a very important factor in reducing 
sales-force expense and in increasing sales per salesperson. It has been 
estimated that in thfe average store a clerk spends 30 per cent of his time 
in*«seless walking from place to place owing to improper arrangement of 
stock. Some firms have used their unique or unusual forms of layout 
as subjects for publicity. The word of mouth and published comments 
get the name of* the firm before the public in a favorable manner. 

Principles of Layout. — The retail management, in planning and 
preparing the layout, has as it^ material for arrangement selling depart- 
ments, non-selling departments, equipment of various kinds, and a 
definite amount of space. There are three general guides which may be 
used in planning the layout. The principle of convenience , which has to 
do with arranging the elements mentioned above so as to furnish as high a 
degree of convenience to the clientele and personnel as seems practicable 
under the given set of conditions; the principle of circulation, which 
provides for an arrangement that facilitates the control of the flow of 

1 Wot a fuller dis cussion of layout, consult an article by the author, “Standards 
of Layout for Retail Concerns,” University Journal of Business , pp. 328 jf M October, 

im. 
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traffic through the store; and the principle .of coordination, which guides 
tiie management in* locating the parts in the most appropriate places 
after giving due consideration to all factors involved in the particular 
situation. One of the major tasks of the management is to devise a 
form of*strategy that will make it possible to apply the three principles 
most effectively after considering! th| character of the location, the 
building, the equipment, the merchandise, the clientele, and the objec- 
tives of the general sales policies. 

Planning the Marketing Activities* — After Jhe management has 
secured, analyzed, and interpreted the pertinent information that will 
aid it in forming intelligent decisions concerning policies, products, 
markets, distribution channels, sales'promotion methods, prices, services, 
and other important administrative and operative activities, it is ' in a 
position to plan the marketing program. This plan should cover in some 
detail the immediate future and in a general way the more remote future. 
Some firms, for instance, work out their budgets in detail for six- and 
twelve-month periods. A general* plan may be formulated for one, 
three, five, ten, and even twenty years ahead. It is obvious that these 
long-range plans are only tentative and are subject to change as conditions 
and events warrant. 

Purpose of Planning . — The marketing plan is based upon the sales 
forecast which in turn is based on the forecast of general business condi- 
tions, the policy of the firm as to sales-promotion activities, the guess as 
to what competitors may do, and other factors that tend to affect the 
volume of sales and the amount of profits. The degree of success secured 
from planning depends upon the accuracy with which all of these factors 
have been recognized and evaluated, and the skill with which Jheir 
effect on sales has been anticipated. It may be said, in general, that 
the purpose of planning in marketing is: 

1. To provide for the coordination of the various departments and divisions of the 
busmesB. That is, to furnish a basis on which to plan the production and delivery 
schedule, the purchasing activity, the financial and personnel needs, and in other 
ways promote effective business administration s^id prevent over- or under-production, 
periods of depression, and other causes of waste. — 

2. To provide standards or measuring rods with which to check results. When 
quotas, standards of costs, profits, and other operating standards have been carefully 
established, they furnish a basis for placing responsibility and enforcing accountability. 

Principles of Planning . — The marketing plan, or program, expresses 
the objective the management expects to attain. This objective or goal 
may be expressed in a number of ways. It may be stated, for example, 
as so many units to be sold each day, week, month, quarter, and year; 
in terms of the dollar volume of sales for the periods indicated above; 
in terms of securing a stated number of new buyers and new dealers, or a 
predetermined percentage of profits, costs, or other suitable terms. 
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The objective should be regarded as a quantitative factor and as such 
expressed in numerical terms? The objective to be ^attained is usually 
broken down so as to show results according to definite periods of time, 
and also according to individual salesmen, branches, dealers, territories, , 
products or major lines of products. 

The marketing plan should contain much more than a mere state* 
ment of what is to be done. It Jhould indicate, in addition, how the 
objective is to be accomplished, who is responsible for each particular 
part, when and where the activities are to be performed, the anticipated 
costy and the expected* profits. The plan should indicate, for instance, 
the specific part to be played by salesmen, advertising, mail communica- 
tion, and dealers. This aspect of planning presents a problem in deter- 
mining proportions and in securing coordination. Whether one or all 
of the above sales-promotional agencies are used, and the extent to 
which each will be used, depends upon such factors as the character 
of the product, capital available, volume of business, range of distribution, 
service requirements, availability of suitable distributors, nature of the 
demand, custom, policy of the firm, afid relative costs. 

The Aarkfiting program should comprise a sales budget, selling- 
expense budget, advertising budget, purchasing budget, and budgets 
for other important sales-promotional activities. The head of each 
department should be held responsible for the preparation of that portion 
of the budget dealing with the activities with which he is most familiar 
and for whose performance he will be held accountable. 

Procedure . — Various methods are used by different firms in construct- 
ing their sales program. The following procedure serves to illustrate 
a rather general practice. The individual salesmen, on the basis of 
their*experience and intimate knowledge of their respective territories, 
estimate their probable sales for the coming year. This estimate may be 
broken dqjvn into months, and by products. These estimates are then 
turned over to the district or branch manager, if the firm has this type of 
organisation, who combines the estimates of the various salesmen in his 
district and makes any revisions he finds necessary. The district 
manager’s revision is based on liis wider experience and more detailed 
information as to business conditions and firm policies. The district 
managers send their estimates to the home office where all estimates are 
combined, after any necessary revisions based on more extensive informa- 
tion have been made, into the sales budget for the firm. The home 
office takes into consideration such pertinent factors as production 
capacity, costs, price policies, competition, financial requirements, 
seasonal factors, and business conditions. 

Some firms follow the practice of constructing a program from the top 
down Which is the reverse of the building-up process outlined above. A 
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tew combine the two methods, using one as a check against the other. A 
limited number, the more progressive firms, conduct a careful market 
analysis which shows the sales potentials and tha competitive situation; 
then, knowing the sales effort that is to be expended, the management 
establishes a quota for each territory . 1 When this method is used, con- 
siderable effort sometimes has to be exerted to secure the wholehearted 
support of the sales force. # 1 

The sales program, if it is to be of greatest service as a guide, a 
schedule of performance, and a «heck, must take into consideration 
three major factors, viz., sales possibilities or pcftentials; contemplated 
sales effort in the form of salesmen, advertising, dealer helps; and changes 
in the terms of sale. The budget is of little value unless definite prevision 
is made for its enforcement through an adequate system of records and 
reports. \ 

The sales plan usually is not, and certainly should not be, considered 
as absolutely rigid or fixed. If it is found, after the plan has been put 
into operation, that errors of judgment were made or that unforeseen 
events have materially changed conditions so that the quotas are impos- 
sible, or are too low, adjustment either up or down, as •circumstances 
may warrant, should be made promptly. These changes should be 
made, however, only by a properly constituted and authorized committee. 

Expense budgets should be as carefully constructed, enforced, and 
adjusted, when necessary, as the sales, purchasing, advertising, and other 
schedules. The following brief summary of the procedure that might be 
followed in the construction, revision, enforcement, and adjustment of 
the Bales program serves to illustrate a method that might, with modifica- 
tion, be applied to the other budgets as well. m 

Construction of the Sales Budget . — The department heads, with the 
aid of their assistants, prepare estimates of sales for future periods. 
These estimates are based on a knowledge of the general policies of the 
business with reference to conditions that affect sales, such as: 

1. Changes in methods of making sales, the use of distributors, advertising, and 
salesmen, class of customers, qualities of merchandise and services, terms of sale, and 
other pertinent factors. 

2. Anticipated market conditions during the period, the agricultural and business 
outlook, the financial situation, and other factors that affect the purchasing ability 
of the buyers. 

3. Records of past sales and other statistical information that is needed and is 
available. 

4. Information from other departments necessary to permit complementary and 
supplementary plans. 

1 This quota is usually broken down according to individual salesmen, products, or 
major lines of merchandise, and by some unit of time, usually a week, month, or 
quarter. 
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Combination and Revision* — These departmental estimates are 
turned over to the marketing manager who revises* and combines them 
into the marketing budget . 1 He may call upon the various division 
heads to justify their estimates. The revisions, if any, made by the % 
marketing manager are based upon a wider view and knowledge of 
policies, general plans, and conditions. 

Revision and Coordination. — The* estimate is now passed along to the 
budget committee 2 which views it in its relation to the other major 
activities of the business. This committee examines the estimates 
carefully to determine whether the estimated sales are reasonable, 
whether the costs of securing these sales are excessive, and whether the 
firm has production capacity and financial resources sufficient to carry 
out the proposed marketing program. This committee will analyze 
the various estimates to determine the possible and probable profits dur- 
ing the period. . 

Enforcement of the Budget . — After the plan has been revised, accepted, 
and finally put into operation it becomes necessary to determine how well 
it is being followed. Records of all activities are made, summarized, 
analyzecf, and reported. Such reports as the following serve to illustrate 
this phase of the plan. A report comparing actual sales and estimated 
sales of each item should be prepared by the comptroller's office each 
month or for other predetermined periods. Reports showing the condi- 
tion of inventories, rate of stock turn, relation between purchases and 
sales, selling expense and net profits, by departments, should be prepared 
by the accounting department. An analysis of sales showing volume by 
terms of sale, method or agency, territory, sizes, models, and so on is 
sometimes necessary for the effective execution of the plan. 

Adjusting the Budget . — There is no necessity for adjustment of the 
estimates so long as the reports show that the actual sales are closely in 
line with, those anticipated. If the comparisons show a marked diver- 
gence, some kind of action is necessary. The cause of the lack of con- 
formity must be determined; the marketing executive should be asked 
to explain. If the cause is due to ineffective operation, pressure will be 
exerted to secure better results* If the cause is outside the sales depart- 
ment, the source must be found. It may be due to the failure of the 
production department or of some other division of the business to meet 
its schedule. If the cause arises out of the general business situation 
or other conditions over which the firm has no control, then the program 
must be adjusted so as to take the new factors into consideration. The 

1 Each department should, at the same time, prepare an expense budget, which is 
revised, coordinated, and enforced in a similar manner. 

2 The budget co mmit tee may comprise the president, treasurer, comptroller or 
auditor, production manager, and marketing manager. 
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budget committee secures all the available information and revises 
the budget which %s revised now becomes the operating plan for the 
future. * 

One of the most valuable features of the planned system of marketing 
is that it brings immediately to the attention of the management inef- 
ficiencies and wastes that might otherwise not come to its attention 
before it is too late to take remedial action. Market research f forecast- 
ing, and planning obviously cannot increase sales generally during a 
period of serious industrial depression; they cannot put purchasing power 
into the consumers 1 pockets; they should, *however, ^vam the management 
in time to adjust its activities and thus reduce losses and make the\best of 
unfavorable conditions. ^ 

The following outline summarizes in a series of steps the procedure 
that has been found useful, in certain instances, in planning the\ sales 
program from a profit viewpoint. • 

Securing Income from Sales 1 

1. Demand and the consumer viewpoint will be the keystones; 

2. The volume in our industry and the relation of our volume to#t wilt be deter- 
mined; 

3. Past history, present trends, opinion of sales manager, and views of salesmen 
will be fully considered; 

4. A market analysis will be entrusted to the sales engineer; 

6. Turnovers of plant, inventory and capital employed, both actual and desirable, 
will be calculated; 

6. Pertinent financial relationships will be ratioed; 

7. Buying capacity of our trade, by territories, will be developed; 

8. Profitability of lines will be determined; 

9. The matter of adding new lines and dropping old ones will be studied; 

10. The sales dollar will be broken down into its component parts for a period of 

yean past, to develop trends; • 

11. System in use for compensating salesmen will be analyzed in an effort to 

develop the most modem form of salesmen’s incentives; * * 

12. A forecast of sales income for the ensuing year will be developed, with quotas 
established according to lines, and by salesmen and territories; 

13. Sales trips will be planned in advance for salesmen; 

14. Expense allowances will be established for salesmen; 

16. Charts and statistics will be maintained in order that we may keep in touch 
with progress and results in this great work of securing the needed volume of sales. . 

The major points of this discussion may be summarized by saying 
that research secures, analyzes, and interprets those pertinent facts which 
indicate what and when to purchase and sell, how much should be pur- 
chased, or can be sold, to whom it can be sold, and ways and means of 
buying and selling. Research furnishes a basis for establishing standards 

1 Knosppel, C. E,, “Profit Planning and Control,” published in Factory and 
Industrial Management. 
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with which to test the effectiveness of policies, organizations, and methods. 
The cumulative result^ should be lower marketing dosts, reduced prices 
to the consumer, increased volume of sales, and a more satisfactory net 
profit to the producer and to the merchant. 

» 

References 

i * 

Borden, Lovukin, and others, “A Test of the Consumer Jury Method of 
Advertisements,” Harvard Bureau of Business Research Studies , No. 11. 

Brbybr, R. F., Marketing Institutions, Qiaps. XVI, “Social Effectiveness: Trade 
Acumen”; XIX, “Social Effectiveness: Operating Technique.” 

Brown, T. H., “The Use of Statistical Techniques in Certain Problems of Market 
Research,” Harvard Bureau of Business Research Studies , No. 12. 

Bureau of Foreign and Domestic Commerce ^ M arket Research Series , “Consumer Use of 
Selected Goods and Services.” 

Buyer's Manuals The , Merchandise Managers’ Division, National Retail Dry-goods 
Association. 

Carroll, J. F., Standards of Research , Meredith Publishing Company. 

Cassadt and Obtlund, “The Retail Distribution Structure of the Small City,” 
University of Minnesota , Studies in Economics and Business, No. 12, 1935. 

Cowan, D. R. G., “Sales Analysis from 1?he Management Standpoint,” Journal of 
Business , January and April 1936 issues. 

Crossley, A. M., Watch Your Selling Dollar . 

Dent, A. G. H., Management Planning and Control. 

Eioelberner, J., The Investigation of Business Problems. 

Firth, L. E., Testing Advertisements. 

Griffin, C., “Sales Quotas,” University of Michigan Studies in Business. 

Issues of the National Marketing Review , published by the National Association of 
Marketing Teachers, and of the American Marketing Magazine , published by the 
American Marketing Association. 

Killough and Barrington Associates, The Economics of Marketing , Chaps. 
XXV-XXXI (especially good). 

Kn&bppel, C. E., Profit Control — How to Insure Steady Profits through Predetermined 
* Costs. 

Metropolitan life Insurance Company, “Selecting Locations for Retail Stores”; and 
“Stoik Control for the Wholesale Grocer.” 

Reilly, W. M., Marketing Investigations. 

Sinclair, Prior, Budgeting , Chaps. VII, “Sales Budget”; X, “Purchasing”; XIII, 
“Selling Expense Budget”; XIV, “Advertising Expense Budget”; XVII, 
“Retail Merchandise Budget.” 1 

Smith, E. S., Reducing Seasonal Unemployment. 

Starch, Daniel, Principles of Advertising. 

“Survey of Spending Power,” published annually by Sales Management. 

Weld, L. D. H., The McCann Index of General Buying Power , McCann Advertising 
Agency. 

White, Pbrcival, Sales Quotas. 

Advertising Research. 

— , Market Analysis. 

Questions for Discussion 

’ i. Formulate a definition for each of the following: (o) marketing research; {&) 

market research; (c) sales analysis; (d) planning; (e) budget. 
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2. Distinguish between research as a basis for “social control” and that for 

“business control” $ , 

3. How does long-term planning differ from short-ten* planning as to: objective, 
point of view, and technique? 

4. Give examples that illustrate the use of research in securing information to 
aid in the formulation of marketing policies; determining the location of a market; the 
potentials of a given market area; the effectiveness of a form of advertising or other 
sales-promotion device. 

5. List a number of research projects that might be useful to a buyer: in a large 

department store; a large manufacturingjdant selling industrial equipment; a large 
manufacturing plant selling consumer goods. • g, { 

6. List a number of research projects that might be useful to the advertising 
manager of: an automobile manufacturer; a manufacturer of breakfast food; a Manu- 
facturer of mechanical refrigerators. t 

7. Outline in a general way the type of information needed by the marketing 

manager of a manufacturer of domestic air-conditioning equipment in planning his 
activities for the coming year. # 

8. List some of the major difficulties met in planning marketing activities in any 
given instance. 

9. What are the general principles that should be followed in conducting a piece 
of marketing research? Summarize the advantages and the disadvantages of: (a) 
the personal interview; (fc) the mailed questionnaire. What is mealt by* the term 
“representative sample"? How may such a sample be secured? 

10. What is meant by the term “theory of probability"? What is the difference 
between a priori probabilities and a posteriori probabilities? 

11. Indicate the application of the theory of probability to some marketing 
problem. 

12. “The ideal situation from the point of view of economy in distribution would 
be one represented by a perfectly even climate, perfectly constant production of all 
essential staples, and, presumably, an unvarying density and vigor of consumption." 
Outline the actual situation. 

13. “Clothing manufacturer competes with clothing manufacturer, but the cloth- 

ing industry as a whole is engaged in competing with all the automobile, the radio, •and 
the furniture industries." Is this situation new or unusual? How does it affect 
the problem of control? • 

14. “The essential features of retail equipment are of course comparatively ample, 

but only in rare instances do they exist in simple form." Illustrate the complexities 
that exist in connection with retail equipment. How do you account for this situa- 
tion? How does it affect marketing problems and costs? How may research and 
planning be used in solving the problems? * n 

15. “Good management can be defined as the wise use of coordinated knowledge. 
Interpret this statement in terms of what you have learned in the present chapter. 

Assignment 

L Problem 1, p. 591. Hanover Cotton Mills— Securing Information. 

2. Problem 1, p* 52. Siegel Company — Location, Sales Estimates. 

3. Problem 1, p. 499. Holland Department Store-Sales Estimates, Etoansiag- 

4. Problem 1, p. 133. Tuscarora Company— Sales Control, Customers' records. 
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STANDARDS OF MARKETING ACCOMPLISHMENT . 

Purpose of this chapter: To examine Jome of the criticisms that hare been 
directed at marketing IrganizatioiA, policies, and practices; to discover why the 
costs of performing the marketing process consume such a large proportion of the 
buyer’s dollar; to note the trend in these costs; to discuss the importance of 
standards of accomplishment as devices for the promotion of a higher degree of 
marketing efficiency. 

On the basis of the information secured in the study of the first 
twenty-one chapters of this book, what conclusions does the reader draw 
concerning the degree of efficiency attained with our marketing machine? 
Is it, on the whole, less efficient than our producing machine? How 
do you Itnow? Are parts of the marketing system highly efficient, and 
other parts woefully inefficient and obsolete? How do you know? 

Criticism of Our Marketing Machine. — The amount of criticism 
that has been directed against our marketing organizations, methods, 
and policies might lead one to believe that the entire marketing process is 
performed in a hopelessly inefficient manner. Much of the criticism 
is destructive in nature, sensational in character, and is usually made by 
people who do not understand the complex conditions that determine 
m arke ting practicg. There has been, however, some constructive 
criticism based upon knowledge and understanding of the problems. 
It is this type of protest that is likely to produce the desired results by 
centerin g attention upon the weak spots and by offering methods for 
analyzing the problems, and for developing and testing possible solutions. 

The form of censure seems to vary somewhat with general business 
conditions. Thus when there js a seller’s market, such as existed from 
1918 to 1921, criticism comes largely from the individual consumer, 
labor Hniftwa, politicians, and reformers; in a buyer’s market, such as 
arrived after the deflations of 1921 and 1930-1932, complaint comes 
largely from producers, especially the agrarian groups, and certain 
manufacturers who desire protection in the home market through tariffs 
and other government aids. The small retailer joins in the protest 
during a buyer’s market because he finds it more difficult during such 
periods to meet the competition of other forms of retailing, such as fee 
house-to-house canvasser, department store, mail-order house, and he 
chain store. The demand for government aid reached the camax m 
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1988, when, at the insistence of certain business groups and ftf the 
farmers, the government sponsored thfe N.I.R.A. and the A.A.A, plans. 
Co ns umer committees were organised throughout the country. These 
. organisa tions criticised the forms of advertising used, the methods of 
* marketing employed, and the quality of merchandise offered for sale. 
They were vociferous in their demands for grading and grade labeling] 
for reduced costs of marketing, and fol lower prices of many food prod* 
ucts, clothing, and utility services. 

The Kinds of Criticism .— The general marketing system has been 
attacked on the ground that the costs of selling g#ods and getting them 
into the hands of the consumer are too high. This criticism is most 
prominent during a seller’s market. # It has been said that there are too 
many different kinds of middlemen. 1 These critics would bring about 
direct marketing where possible by eliminating one or more of the com- 
monly used middlemen. The assumption is that each of these agencies 
adds to the cost of marketing and that its elimination would reduce 
costs and prices. Some critics say that there may not be more of the 
above-mentioned kinds of functionaries between producer and consumer 
are needed, but there are more units of each kind than ai-e necessary; 
thus while wholesalers and retailers are necessary, there are at present 
too many in each group, and some should be eliminated. This would 
increase the volume of sales for each remaining dealer and tend to 
reduce unit costs and prices. 

Retailers and wholesalers have been accused of inefficiency in buying, 
advertising, selling, financing, and in the performance of other activities 
of their businesses. Organized exchanges have been called gambling 
devices which fix prices against the best interests of^ the producers and 
the consumers, and to the advantage of the brokers, commission agdhts, 
and professional traders. 

Another group of criticisms has been directed toward the inefficiencies 
found in the marketing of particular products. It is ^ con tended, for 
instance, that too large a proportion of the retail selling price goes to 
middlemen, and to transportation, storage, and financing agencies, and 
not enough to the producers of fruits and vegetables, grains, and live 
stock. It has been charged at the same time that the consumer is 
paying too much for these products. 

There are, it is alleged, inefficiencies in the marketing of certain 
manufactured products due to monopolistic control. The argument is 
that because of its monopolistic position the firm is not forced through 

1 The government of Panama, for example, has limited the number of retail 
•tome that am permitted to operate. Beginning July 1, 1085, some 750 etome which 
had been designated aa “surplus” were either to liquidate or to pay a eonfiaoatory tax. 
Domestic Commerce, July 10, 1035. 
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the great volume of personal, professional, and many other forms of 
services; the marketing costs of tl$e farmer are not computed; the costs 
of marketing the unmanufactured forest, fishery , 1 and mineral products 
by the original producers are likewise omitted . 1 Very little reliable 
information is available upon which to base an accurate estimate of these 
costs. They are, however, quite sybs^antial and must be borne by some 
one. Normally they are covered by the price paid by the ultimate 
buyer; in many individual instances they are absorbed by the original 

seller in the form of a lower net prite received. 

• a 

Tablb 89. — Costs of Marketing 

Retailing costs $13,750,000,000 

Total payroll .• $5,190,000,000 

Proprietors at full-time salary rate 1 , 820 ,000 ,000 

All other expenses, including interest where 

actually paid &, 180 ,000 ,000 

Interest and profits (residual) 1 ,500,000,000 


Wholesaling costs v 

Salaries and wages 3 ,010,000,000 

Other expenses (including interest actually paid 

and rent actually paid) 3,130 ,000 ,000 

Dividends 200,000,000 

Withdrawals of individual entrepreneurs 580 , 000 , 000 

Corporate savings 20 ,000,000 

Business savings of individuals 50 , 000 , 000 


6,990,000,000 


Manufacturer’s marketing costs 3 , 640 ,000 ,000 

Costs of sales to retailers and home consumers . 1 , 530 ,000 ,000 

Costs of sales to wholesalers and industrial 

consumers 2,000,00(7,000 

Marketing costs incurred by manufacturers on 
goods transferred to wholesale and retail 

branches 110,000,000 , 


Conditions under Which Modem Marketing Takers Place. — It is 
evident that our marketing system is faulty in many respects and that 
its critics have a sound basis for some*of their charges. We should, 
however, bear in mind while criticizing that we are living in an economic 
organization based upon private ownership of property and upon a 
substantial degree of competition. The nature of modem methods of 
production and of living cannot be overlooked. The marketing policies, 
organizations, methods, and practices are conditioned by large-scale 
methods of production and by specialized producing units; by the 

1 L. D. H. Weld makes the following estimate for 1929; retail costs, about $12,000,* 
000,000; wholesale costs, about $6,000,000,000; transportation costs, about $4,000,- 
000,000; and manufacturer’s costs, about $4,000,000,000. Butt, of the Taylor Society, 
Vol XVIII, No. 2, pp. 26 April, 1983. 
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characteristic features of geographic areas; by the concentration of large 
numbers of people in cities far removed from the places of production; 
by the desire of buyers* for variety, which can be met only thro&gh the 
collection of goods from widely scattered districts, e.g. f oriental rugs, 
tropical fruits, tea, coffee, imported jewelry, furniture, clothing, and 
works of art; and by the passionate desire of many people to have only 
that which is at the height of fashion. These conditions explain, although 
they do not excuse, many of the so-called inefficiencies of market practice. 
The type of goods and services beiag called for by the consumer of 
today cannot be delivAed to him at costs comparable to those incurred 
when people satisfied their needs from near-by sources and did not 
expect elaborate and expensive services. The savings enjoyed through 
greatly improved production methods and processes are sometimes used 
up in the growing costs of marketing. Some increase in the costs of 
marketing is inevitable under present conditions of living. How much 
of this increase is justifiable should be the question at issue. 

The following statement expresses a sane view concerning this 
problem. f 

There is waste, of course, in the use of the various instrumentalities of market- 
ing, e.g., in the utilization of advertising, salesmen, mail communication, dis- 
tributors, and in the methods used. One would have to search long and diligently 
before a machine, organization, institution, or system were found that operated 
at 100 per cent efficiency. The automobile, the steam engine, and many other 
scientifically developed contrivances are far from 100 per cent performance. 
Does any reasonable individual suggest that these machines be demolished and 
the use thereof ceased because of the failure to reach perfection? The answer is 
obviously no. Attempts at improvement are constantly being made. The 
mulcting machine should be considered as dispassionately and as tolerantly 
as the machines in the physical and chemical world. There is ample evidence 
that improvements are being made. 1 

Why Costs of Marketing Are Increasing.— That part of the increase 
in the coats of marketing which is due to the character of our general 
economic system and to the methods of modem living is inevitable and 
should not be objected to by the consumer, the merchant, or the producer. 
As long as people demand a wide variety of goods delivered to them just 
when, where, and t» the condition they may happen to fancy, they must 
expect to pay for the service. It should be obvious that some kind of 
system or org anisa tion comprising a part or all of the following retailers, 
wholesalers, brokers, commission agents, auctions, and exchanges; and 
transportation, stor a ge, and finance companies — is necessary to perform 
the essential marketing services. 

HaSRY, Printers' Ink Weekly , pp. 74 jf M Oct. 18, 1984, 
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Need of Effective Management . — That part of the increase in the cost 
of marketing due to poor manag^mefit is hot necessarily inevitable, and 
may be reduced, if not entirely eliminated. Ittias been said that two- 
thirds of the retail failures are due to two causes, incompetence on the 
part of independent retailers, and lack of capital. Incompetence in 
marketing can be reduced only by the introduction of a higher grade of 
management. Executives and prospective managers must be willing to 
spend the time necessary to collect the facts needed to establish depend- 
able standards of performance and learn to apply the fundamental 
principles of marketing and administration. * 

What Standards Are Needed? — Standards should be determined and 
classified so as to be useful in testing the degree of efficiency attamed by 
the various elements comprising our marketing organization. We want 
to know, for instance, the degree of efficiency with which the foltowirfg 
marketing functionaries perform certain parts of the marketing process: 

1. The manufacturer, the farmer, and other types of producers. 

2. The various kinds and types of wholesalers. 

3. The various kinds of retailers. 

4. Auctions and exchanges of various kinds. f * 

5. Other marketing agencies, such as brokers, commission men, and advertising 
agencies. 

6. Those functional agencies whose efficient operation is so vital to successful 
marketing, such as transportation, finance, insurance, and warehouse firms. 

Standards that will aid in determining the efficiency with which 
individual units in each of the above listed groups operate are needed. 
These criteria would aid the managements in measuring the effectiveness 
of their marketing policies, methods, and organizations. These stand- 
ards should furnish a measuring stick to gauge the work of the.sales 
force, agents, and the various other forms of sales-promotional agencies; 
to judge the relative profitableness of a given customer, an order, a 
district, or a location; and to determine the relative value of the different 
methods of buying and selling. 

Some Important Standards of Performance. — No attempt is made 
at this point to list all the possible standards that might be of assistance 
in evaluating the various types of marketing institutions and the divers 
methods in use. There are some standards, however, that have a wide 
application under a normal set of conditions. Each institution, or 
method, on the other hand, has certain peculiarities which make the 
establishment of special standards necessary. Among the more funda- 
mental criteria of performance are figures expressing net sales, costs of 
merchandise sold, gross margin, mark-up, total marketing expenses, 
net profits, and rate of stock turn. 

Net edlee, one of the most commonly used standards of sales per- 
formance, equals gross sales minus returns. The figure representing 
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net sales famishes a basis for stating the cost of goods, gross margin, 
total selling expenses, and net profit; that is, net sales is quoted as 100 per 
oent, and cost of merchandise is -reported as a percentage of thig base. 1 
Thus gross sales might equal 110 per cent, returns 10 per cent and net 
sales 100 per cent. , 

, The effectiveness of the sales personnel, advertising, and other sales* 
promotional devices, of methods, 1 add of policies is reflected in the 
amount of net sales. The net sales figure, as a standard, will vary 
according to a number of factors. Tips the volume of sales is influenced 
by such factors as thedcind, size? and location of the business; the kind 
quality of product; the policy of the firm as to prices and methods of 
payment; the kind and amount of services given and sales-promotion 
activity employed; and the general and specific economic and social 
conditions that affect purchasing power and willingness to buy. The 


net ««les figure furnishes a valuable basis for comparing the effectiveness 
of the marketing activities of firms of like kind, quality, size, and location, 
which operate under similar policies and conditions. The net sales 
figure alone does not, of course, necessarily indicate the degree of financial 
success ol*the particular firm. This figure, taken by itself, might suggest 
that a given firm is quite efficiently managed, but when the entire operar 
tion is analyzed one might find that the large sales were due to fortuitous 
circumstances instead of good management, or due to excessive costs. 

Cost of goods sold includes all expenditures for merchandise, and is 
determined by adding the total cost of goods bought during the period of 
time under consideration to the value of the stock of inventory on hand at 


the beginning of the period; and then subtracting from this total the sum 
of the value, at cost, of the inventory at the end of the period, the amount 
of tHte allowances and discounts received on purchases, and the value, 
at cost, of any goods given to employees or used by the owners of the 
business. ,The figure is usually expressed as a percentage of net sales. 
This percentage reflects the effectiveness of the purchasing plan. A 
relatively low figure indicates good buying connections and procedure. 

Gross margin, sometimes called gross profit, is the difference between 
nef sales and the cost of goods sbld. This figure also is stated as a per- 
centage of net sales. Thus net sales always equals 100 per cent, so the 
cost of goods sold plus the gross margin always equals 100 per cent. 
The lower the figure for cost of goods, the higher will be the gross margin 

*Th» is according to the new form approved by the Board 
N ational Retail Dry-goods Association May 14, 1935, and also by the Securities and 
Exchange Commission as meeting their requirement. , . . .. 

* The gross margin percentage is determined by dividing the product of «****» 
margin inSISSiJued by 100, by the net sM« stated in dollam.^ 
sales are $1,000 and the gross margin is $300, $300 X 100 ,000 * , », 

percentage of gross margin to net sales is 30 per cent. 
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from which total expenses and profit are paid. Hie gross margm&gure 
also reflects the effectiveness of the buying plan. It indicates, in addition, 
possibilities for profit, which in turn reflect tho degree of effectiveness 
of the general merchandising and management policies. 

Mqrk-up is distinguished from gross margin in that it is the difference 
between the indicated selling price and the cost of merchandise bought. 1 
Thus the mark-up, stated in cents oiMollars rather than in percentages, 
represents the gross margin that is hoped for, while gross margin, as 
defined, represents actual realization. 2 Mark-doum is the reduction in 
the marked price which is made to stimulate sales and to disbose of 
certain articles of merchandise within a given time limit. 1^ quite 
frequently happens that the management misjudges the demand for 
certain goods. This situation may arise from a number of causes: thus 
the buyer or manufacturer may not know the needs and desires of his 
market; he may buy too much, at the wrong time, or the wrong quality 
and style; or the weather, poor crops, and unemployment may reduce 
the purchasing power of the prospective buyers and, consequently, sales. 
Under these conditions mark-dofms may be necessary to move the 
merchandise. A large number of mark-downs usually *indicate poor 
merchandising ability. 

Total marketing expenses comprise expenditures for such items as 
salaries, wages, rent, advertising, wrappings, repairs, depreciation, 
refrigeration, light and power, laundry, telephone and telegraph, ware- 
housing, insurance, taxes, delivery, collection, and traveling expenses, 
and any other expenditures connected with the marketing of the goods 
or services.* This item does not include the cost of merchandise. 4 


1 “Merchants assume that the percentages of margin ani mark-up are the^ame. 
This confusion is not strange because margin and mark-up in dollars are identical. 
The percentages, however, are different. Both represent the difference between cost 
of merchandise and selling price. Margin is a percentage of sales; mark-up is a 
percentage of cost of merchandise.” From Better Retailing, 9th ed., published by 
Merchants’ Service, The National Cash Register Company. * 

•The Harvard Bureau of Business Research uses the following formula for com- 
puting initial mark-up: a 

Gross margin plus Alteration and Workroom Costs plus Total 
_ ... , . , Retail Reductions minus Cash Discount Received 

IMrf Mfe-P-P* 100 pl*i ToUl R.U11 


* Expenses are usually classified under one of two headings, and sometimes both 
am used; e.g., the so-called Natural Base — salaries and wages, tenancy costs, light, 
heat, water, and power; depreciation of improvements, fixtures, and equipment; 
communication; traveling; supplies; advertising; insurance; taxes; unclassified; and 
interest. The other heading is the Functional Base — “store” expense; transportation 
expense; administrative expense; general expense; and all other expense. C/« Harvard 
Bureau of Business Research, Butts, No. 94. See also p. 746 of this book*' 

4 The new form used by the National Retail Dry-goods Association uses the term 
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Xfa© item salaries and % cages should include an amo un t for the services 
of the owner of a retail business, if’ he is active in the management of the 
business! and for the Members x>f his 1 family who aid in the marketing 
activity, whether the sum is actually paid or not. f 

Bent on the property of the owner used for marketing purposfes p as well 
as depreciation on all fixtures and equipment, should be inchiaed in the 
expense item. Interest on capita olf the owner used in tne business 
should be charged to the expense account. Unless these items of wages, 
rent, and interest are included in all peases, the management will not be 
able to compare its operating insults with those of other firms which 
do include such items in their reports. 

The figure representing total expense is usually stated as a percentage 
of net sales and reflects the efficiency of operation. 1 Individual items — 
for instance, rent, wages, and delivery expense — may be compared with 
similar items of other firms operating under comparable conditions, to 
determine whether the business is spending more than the “ average, ” 

“ representative, ” “common,” or other “standard” firm. 

Net profit is the difference between gross margin and total expense. 
This figiiVe represents the earnings of the business. The net profit is 
expressed also as a percentage of net sales, and shows whether the 
business, the product, the store, the sales territory, the management, 
or whatever is being tested or measured, is satisfactory. 

The rate of stock turn is the number of times the stock of goods is 
sold and replaced during a given period of time. The unit of time 
generally taken is one year. The ideal way to calculate the rate of 
stock turn is on a physical-unit basis. Thus if a retailer bought fifty 
dozen pairs of shoes and sold all of them in three months he has had a 
complete turn of stock at the rate of four times a year. When a whole- 
sale or a retailer has in stock several thousand items of various kinds, 
sizes, dcolojs, qualities, and prices, it may be impracticable to attempt to 
calculate stock turn on the physical-unit basis. The rate, consequently, 
is usually determined on a monetary basis. This may be done in eitheir 
of two ways: (1) divide the total cost of goods sold during the year by the 
average inventory , at cost, for the* same period; or (2) divide total net sales 
for the period by the average inventory taken at the selling price . Care 

total costs which does include the cost of merchandise. The term gross margin is not 
used. Thus merchandise costs plus work room, occupancy, buying, publicity, and 
operating costs— i.e., administrative, selling, and delivery— equals total costs. This 
combined total is subtracted from net sales and the remainder indicates the net 
profit or kiss. 

1 The expense percentage is determined by multiplying the amount of expense in 
dollars by 100, and then dividing this product by the amount of the net sales. Thus if 
the expenses are $300 and the net sales are $1,000, the expense percentage equals 
** x 100 + 1,1)00, Which is 20. 
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should be taken in determining the average inventory. A fairly satis- 
factory method is to divide the sum of the inventories taken as of Jan. 1, 
Jan. 31v and for each of the succeeding months of the year, as of the last 
day of the month, by thirteen. Average inventories, determined by 
dividing fthe sum of the inventories at the beginning and the end of 
the year l$v two, do not usually reflect the true situation. 

A relatively low rate of stock turn generally indicates poor manage- 
ment. The unsatisfactory rate may be due either to poor buying or to 
poor selling. 1 A very high rate of stock turn does not necessarily indicate 
good management. Unless each turn is being made at a satisfactory net 
profit, the business may be losing money very rapidly becausel of the 
high rate of stock turn. If the high rate of stock turn is secured cut great 
cost or by extreme mark-downs it does not reflect good management. In 
such instances the high rate of stock turn becomes an index of inefficient 
management. Studies of the relationship between the rate of stock turn 
and profits seem to indicate that at different points turnover influences 
profits in varying degrees. Thus profits tend to increase with turnover 
only up to a certain point; beyofid that point, “the optimum point,” 
any further increase in turnover will result in an actual decline in profits. 2 

A high rate of stock turn, within certain limits, reduces the costs of 
marketing by making the same amount of capital produce more sales. 
The same or larger volume of sales is attained with a lower inventory, 
rent, interest, and insurance cost. Loss from frequent and large mark- 
downs is reduced because the risks of style changes and physical deteriora- 
tion are less. This increased rate of stock turn may be secured in a 
profitable and economical way through being careful to produce or 
purchase only what is wanted by the consumer in the amount, at the 
time, and of the qualities, sizes, styles, and colors he desires, and ift the 
price ranges he is willing to pay. Slow-moving, obsolete, damaged *and 
otherwise unwanted goods should be closed out promptly and their 
places taken by fresh merchandise that will sell promptly at a reasonable 
profit. 

The average rate of turnover in the wholesale dry-goods field is 
about 3.4 times a year, or once every 107 days; in the department-store 
field, 2.1 times or once every 174 days. Thus it requires, on the average, 
281 days for dry goods to pass through the wholesale and retail outlets 

1 The National Cash Register Company, in its Handbook for Merchants , lists the 
following causes of slow stock turn: buying too much at a time; lure of large discounts 
for big quantities; seasonal changes; too many brands; buying from too many sources; 
too many end-sizes; wrong colors, materials, etc.; wrong prices or too many prices; 
failure to take frequent physical inventory; obsolete styles; shopworn articles; unin- 
terested and untrained salespeople; lack of salespeople’s knowledge of stock; lack of 
proper stock control records; and failure to find out what customers want. 

J. M., The Journal of Retailing, Vol. IV, No. 8, p, 18, 
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to the consumer. The rate of turnover for the chain dry-goods store, on 
the other hand, is 4.3 times' a year, pr slightly less* than once every 85 
days. The tobacco cnain store secures 50 stock turns a yd£r, while 
the independent tobacco store secures only 5; meat markets enjoy a * 
stock turn of 57.4 times, jewelry stores average only 0.9 times* a year; 
chain drugstores have a stock tpm, of 13.7 times, while independent 
drugstores average only 2.7 times. These figures illustrate the differ- 
ences in rates of turnover arising from differences in the nature of the 
demand for different commodities *and different managerial policies. 
Every type of business seems to have its own characteristic rate of stock 
turn. 

Stock Control. — Another aspect ^of efficient marketing is the control 
of merchandise. This managerial activity begins with purchasing and 
ordering merchandise, supplies, and raw materials, and continues until 
they have been received, passed through the factory or store, and deliv- 
ered to the final user. The function of control of materials and merchan- 
dise is worked out by means of policies, organizations, and procedures 
including adequate records and reports. The following summary indi- 
cates the nature of the information that must be considered if satisfactory 
control is to be attained: when and how much to order; the size and 
condition of stocks on hand; what the mark-up and mark-down figures 
show; the rate of stock turn; how the business is affected by hand-to- 
mouth buying; the amount of merchandise returns, and the reasons 
for these returns; the possibilities of benefits from simplification and 
standardization of stock; what lines show the most satisfactory profits, 
and what ones the least. 

The Purpose of a System of Stock Control — The primary objective of a 
sy^em of stock control is to provide the firm with a balanced stock of 
merchandise at all times. The ideal inventory should contain a complete 
assortment of merchandise in quantities, styles, price lines, colors, and 
sizes proportionate to the demand. The stock should be neither so 
large as to materially reduce the normally expected rate of turnover, nor 
so varied that a large number t of brands, sizes, styles, models, and the 
like secure only an occasional sale and thus lead to loss through deteriora- 
tion and slow turnover. The size and variety of stock, on the other 
hand, should not be so limited as to be inadequate to meet the expected 
volume of sales. 

The Use of Sales Records.— The sales records of the firm constitute a 
valuable source of information that should be utilized in deter min i ng 
what, when, and how much to buy. The study of general business condi- 
tions and a thorough knowledge of the local industrial situation aid 
greatly in determining whether the volume of sales shown in the records 
is likely to" increase, decrease, or remain stationary . The effect of suck 
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factors as changes in style, increased sales-promotion activities, lower 
prices, and keener competition shquld'not be overlooked. 1 The nature 
of the product and the character of the demancf constitute basic con- 
trolling factors. 

An ftnwysis of properly designed sales records reveals the price lines, 
sues, colon, styles, patterns, and tjjpes of merchandise that are in 
greatest demand in any given market. The alert management knows 
what the trend is and quickly detects any change in its direction for 
any given product or line of products. During the period 192^-1930 
the sales of 5-cent cigars, for example,* increased*40.4 per cent,! while 
the sales of cigars retailing from 5 to 8 cents decreased 64.3 per\cent. 
Out of every hundred cigars sold at the beginning of 1930, thirty-four sold 
for 10 cents, and fifty-five at 5 cents. According to a survey maoe by 
Marshall Field & Company, the “right” price for men’s suits and over-’ 
coats was found to be $35.00; shoes, $6.50; pajamas, $2.50; ties, $1.00; 
and handkerchiefs, 25 cents. A drastic change in economic conditions 
or in the purchasing power of the f dollar would likely make necessary 
a corresponding change in the “right” price. e t 

The demand for candy, for example, is reported to be greatly affected 
by holidays; thus around St. Valentine’s Day sales increase 9 per cent 
above the all-year normal; on Mother’s Day the increase is 20 per cent; 
at Thanksgiving time it is 28 per cent above; at Easter, 42 per cent 
above; and during the Christmas season sales jump to 141 per cent 
above the normal. 

Maximum and Minimum Stocks . — A number of successful firms 
prevent their stocks from growing too large or too small by establishing 
minimum and maximum limits. When the amount on hand decreases to 
a predetermined amount, orders are placed for new deliveries. ’the 
amount on hand at any time cannot be larger than the maximum. 
Definite stock-sales ratios based on past experience, extending oter a 
considerable period of time, should be set up as a guide for each depart- 
ment. The stock-sales ratio for retail stores should indicate the volume 
of stocks necessary at the beginning qf the. .month to accommodate 
the anticipated volume of sales during that month; due consideration 
must be given, however, to the seasonal character of demand and to the 
other factors and conditions that influence the volume of sales. 

The determination of the amount of these two limits depends upon 
such factors as the seasonal and style elements of the demand, the 
perishability of the product, the normal rate of sale, and of turnover, 
the time necessary to secure delivery from date of ordering, volume of 
orders outstanding, and the probable volume of sales during theimmedi- 

1 Want slips sad shoppers’ reports also furnish valuable information shout what 
tile consumer wants and what competitors are doing to mast consumers’ needs. 
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ate future. The aim of the management should be to have adequate 
stocks to meet the anticipated demand, yet avoid an overstocked situar 
iton.' A good system of stock control reveals what customers prefer, 
and indicates when stocks on hand become low or excessive. / • 

These same fundamental principles can be utilized by/the manu- 
facturer as well as by the retailer ^anrj. the wholesaler. The manufacturer 
should govern his production for stock by his knowledge of ahe c ha r ac ter 
of the demand and the normal rate of flow from his warehouse into 
the hands of the ultimate user. ••Hand-to-mouth buying has always 
caused the producefs, importers, and wholesalers considerable worry. 
During periods of falling prices and rapid changes in style this practice 
may assume for obvious reasons,. , great proportions. Thus the rapid 
decline in retail prices from 1929 to 1933 caused manufacturers and 
merchants to resort more and more to hand-to-mouth buying; the 
expectation of inflation in 1933 and 1934 led to a change in policy. 
The failure of inflation to arrive as expected, the doubt as to the constitu- 
tionality of the N.I.R.A. and the A. A. A., led to a change back to hand- 
to-mou^h buying in 1935. The great improvements since 1920 in the 
facilities for rapid transportation of merchandise have greatly promoted 
hand-to-mouth buying. The costs of marketing for many producers 
might be considerably reduced if they were to make specific studies in 
their own industries as to the extent, causes, and effects of this practice; 
using the facts secured through such studies, more effective policies and 
methods could be established to meet the situation. 

Returned Goods . — The costs of marketing are increased and the good- 
will of the seller is frequently decreased by those conditions that cause 
purchasers to retuia* merchandise. It is recognized that some purchasers 
dq* not buy in good faith; they do not intend to keep the merchandise 
when they buy it; or their judgment is so unstable that they may become 
diss&tisfied before the goods are delivered. This group, however, is 
relatively unimportant. It has been said that women buy apparel for 
one <rf the following reasons in the order given: appearance, quality, 
and style. They are also interested in price. If, after making a pur- 
chase, they discover that the merchandise is not what they thought it 
was when they bought it, with reference to style, quality, fit, color, and 
general appearance, they will, in all probability, return the goods to the 
sellar. 

That the reasons for the return of merchandise arise largely as a 
result of faulty management is suggested by the following instances. 
One study reports, for example, that in some stores the returns were ten 
times greater tb*m for the stores showing the smallest returns. The 
average amount of returns for a group of department stores amounted to 
14.2 per cent. The returns are greater for some lines of merchandise 
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than for others; thus 21.3 per cent of sales of shoes were returned and 
14.3 per cent of women’s wear. JSlany of these returns were made, 
no douhAbecause the salesperson had failed to satisfy the buyer with * 
•reference flo size, last, fit, or quality, 

Mark-dmms . — Poor management in marketing is likely to show up 
prominentlyun the mark-down figqre^ While mark-downs are neces- 
sary in almost any store doing an active business, the amount of this 
repricing is greatly reduced through careful buying and inte llig ent sales- 
promotion activities. The purpose* of a mark-down is to remove (the 
merchandise so priced promptly and permanently* from the store.! A 
survey of a group of department stores revealed the fact that the mark- 
downs averaged more than three times the average net profits in thbse 
stores. 1 Some successful merchants believe that prompt and vigorous 
effort to dispose of unwanted merchandise helps to reduce mark-down 
losses. • 

The following figures illustrate the variation in mark-down figures, 
according to lines of merchandise. Mark-downs on women’s dresses 
ranged from 18.1 to 11.0 per cent; women’s suits and coatg, frpm 15.5 
to 8.9 per cent; blouses and skirts, from 11.3 to 5.5 per cent; women’s 
shoes, from 10.0 to 7.3 per cent; men’s clothing, from 8.2 to 6.1 per cent; 
drugs and toilet goods, from 4.5 to 3.2 per cent; silks and velvets, from 
7.7 to 6.5 per cent; gloves, from 8.2 to 4.4 per cent; linens, from 5.1 to 
4.2 per cent. 2 

The following list of causes for mark-downs indicates the relative 
importance of each. 8 


Causes 

Special sales 

Broken assortments 

No reason given 

Wrong styles or patterns 

Price adjustments 

Wrong quantities 

Wrong colors 

Wrong fabrics or quality. 

Wrong sizes 

Allowances to customers. 
Promotional remainders . 

Stock shortages 

Policy allowances 


Per Cent of Total 
«. Mark-downs 

36.1 * 

35.0 

9.5 , 

ll.O 

......... 5.8 

2.2 

2.1 

1.4 

0.6 

0.5 

0.4 

0.3 

0.1 


Total 100.0 

1 Carter, Sidney, The Handbook oj Modem Retailing, p. 3. 

1 Handbook for Merchant e, op. eit. 

1 Bureau of Business Research, Ohio State University. The study covered the 
experiences of eleven Ohio department stores and represented 11,780,208.90 taken 
la mark-downs during a six-months’ period. 
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It will be noted that more than one-third of the total amount of 
mark-downs was due to special hales. The question naturally arises as 
tp whether this was 1 necessary. It* might have been becaup of poor 
buying, a failure to understand the consumer market, ox/ill-advised 
pricing in the original mark-up. The special sales may Have been a 
part of the firm’s general sales-p^motion activities. If ibis was the 
case, serious doubts arise as to the soundness of the and price 
policies. Would not a steady day-to-day sales-promotional plan have 
been more profitable in the end? The Department of Commerce found, 
in its study “ Merchandising* in Country Drug Stores,” that special 
sales were due chiefly to the druggist’s desire to advertise his store, to 
increase his sales volume, and to dispose of old stock. Such objectives 
may be commendable but a proper balance in the methods of attainment 
should be maintained. 

Some Illustrations— The following summary of generalizations drawn 
by Secrist and Folse 1 in their study of retail hardware stores for the three 
years, 1923, 1924, 1925, serves to illustrate the importance of standards 
for gross margins, total expenses, net sales, and net profits. It indicates 
also some ot the factors that control the individual standard. 

It is generally true, in the case of: 


I. Gross margins, that 

1. At a given time, margins in retail hardware stores are widely different. ^ 

2. Margins increase with unit increase in expense up to an amount of approxi- 

mately $27.50 per $100 of sales. Beyond this expense they tend to 

remain constant. . 

3. Margins that are relatively low or high in a given year tend to increase 

or decrease, respectively, in the following year. . 

* 4 Margins cf stores in different volume groups tend to decrease as volumes 

increase, and to increase as cities increase in size. 

II. Total expense, that , 

1 At a given time, the expenses of operating stores vary wide y. 

* Z tio^s of and changes in expense vary widely with those m margma. 

3. Expenses tend to decrease as the volume of sales increases. 

4. Expenses tend to increase as cities increase in size. . .. t 

«. Expenses that are relatively low one year tend to increase, and those tha 

are relatively high tend to decrease. 

‘ is 

of less than H cent for each $100 sales. ^ 

6 Chance of securing profit increases with size o erty. Not more zo*n 
U per cent of sales can be expected in cities of more than 50,000. 

* Margins, Expanses, and Profits in Retail Hardware Stores. 
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6. Losses tend to prevail when expenses are as much as 27% per cent of sales. 

When expenses are below this figttre prfcfitfe generally obtain* 

7. Vosses tend to prevail when margins are less than €5 per cent of sales, when 
Ythey are 27% per cent or more profits are the rule. When they are 
^between 26 and 27% per cent merchants may expect to do little more 

" man break even. 

S. It \ more difficult to secure iparjins which will equal or exceed high 
expenses than it is for them to incur expenses which will be equal to or 
exceed high margins. 

9. Conditions favorable to profits are low margins and low expenses, 
below the limit of 27% per cent of gales. ^ 1 

Unprofitable Accounts . — There exists among many manufacturers, 
wholesalers, and retailers a desire for large volume of sales, h^any 
manufacturers and some wholesalers have exerted great effort to secure 
national and even international distribution. Large volume and wide 
distribution are worth-while achievements only when they are secured 
economically. Volume and distribution that are secured at excessive 
costs are objectionable not only froin a social point of view but also from 
a business viewpoint. t 

The management of a firm should plan its sales records in such a 
manner that an accurate analysis can be made which will show the 
volume of sales, total expense, and net profit of each account. Those 
accounts that do not pay their way should, in many instances, be dropped. 
Some other firm may be able to handle them at a lower cost. 1 

Inefficiency among Small Retailers . — There is an amazing number of 
small retailers throughout the country whose volume of sales is so small 
that they cannot hope to earn a living wage, much less show a profit on 
their investment. The Census of Distribution in Eleven Cities for 1^26, 
made by the Department of Commerce, revealed glaring inefficiencies 
due to the attempt to operate retail stores on insufficient sales volume. 
Twenty-eight per cent of approximately 80,000 independent#retdUers 
had annual Bales of less than $5,000. The total sales of the 28 per cent 
accounted for only 1.68 per cent of the total volume of the 80,000 stores. 
The sales of 60 per cent amounted to oqjy 4.5 - per cent of the volume 
of the entire group. Eighty-eight per cent of the total group had 

x The main specific reasons why country druggists buy from a given source of 
supply are, in the order of preference: service, price, and completeness and suitability 
of stock carried by the supplier. This class of retailer buys direct from the manu- 
facturer when he can secure better discounts or prices, when he can secure merchandise 
not readily obtainable elsewhere, and when he can secure dealer helps or free adver- 
tising. The country druggist prefers, ordinarily, to buy from the wholesaler for the 
following reasons: better service, needs to carry less stock; he believes the wholesaler 
is essential to the success of the retailer, so he feels that he should support the whole- 
saler; and transportation costs are less when purchases are made from the wholesaler. 
“Merchandisingin Country Drug Stores 99 op. eft., Department of Commerce. 
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annual sales of less than $60,000 each. Total sales of the 88 per cent 
were only 29*47 per cent 6f the total volume. A relatively small number, 
only 11.34 per cent/had anntial sales of above $60,000, yetAhis small 
number did 70.63 per cent of the total business. The Census of Dis; 
tribution for 1929 and the Census of American Business for 1 PB3 indicated 
that this situation is quite general throughout the co un try, j The Census 
for 1933 reveals, for example, that 65.21 per cent of the tdtal number of 
retail stores in Georgia had sales of less than $10,000 annually; this group, 
however, accounted for slightly less than 16 per cent of the total volume 
of retail sales in tLte state. Forty-eight per cent of the total n umb er 
of stores had sales of less than $5,000 ; this group accounted for only 7 per 
cent of total sales. In the State, of Oregon 63.9 per cent of the total 
number of stores secured sales of less than $10,000. This group of 
stores accounted for only 14.6 per cent of the total retail volume of sales 
in the state. Each state* shows a different relationship, but the general 
pattern remains very much the same for comparable situations. 1 The 
dominantly agricultural states tend to show a larger proportion of low- 
volume stores than the industrial* and more densely populated states. 
In Oregon* for example, the average annual sales per rural store were 
only $8,800 while stores located in urban places secured an annual 
average of $16,300. 2 * * 

Increasing Efficiency through Eliminating Unprofitable Accounts . — 
A wholesale hardware firm, after carefully studying its sales and sales 
territories with the idea of reducing its selling expense, came to the 
conclusion that any retailer whose annual purchases were less than $600 
was decidedly unprofitable. This firm’s 1,432 retail accounts were 
tested against thjs volume standard. As a result, 700 retail accounts 
^fere dropped; this reduced the sales territory about 33 per cent. The 
firm had previously analyzed the stock of goods to determine profitable 
and unprofitable lines. This led to a 30 per cent decrease in stock. As 
a result of th§ reduction in accounts, territory, and stock, the volume of 
sales was reduced 33 per cent. After a three-year operating test it was 
found that the dollar volume of net profit had increased 35 per cent, 
while the relation of net profits to sales had increased 68 per cent. Oper- 
ating costs were reduced by 4 per cent of gross sales below the average 
for similar firms in this particular field. 5 The Coca-Cola Company 
found, upon analyzing the sales of its dealers, that 30 per cent of them 

1 W. H. Meeerole of the Department of Commerce has analyzed the 1933 retafi 
census figures in such a manner as to indicate the volumes of sales of small and large 

retail stores in rural and urban places. 

* Mdserole, W. H., Domestic Commerce, July 20, 1936. 

f“Anfldysi«kg Wholesale Distribution Costs,” Distribution Costs Studies, 1, pp. 

19 dflV Bureau of For eign and Domestic Commerce, U. S. Department of Commerce. 
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did 60 per cent of the business, 35 per cent did 30 per cent, while the 
remaining 35 per cent of the dealers produced 6nly 10 per cent of total 
sales. 1 A'Jarge manufacturer found, updn careful investigation, that 
50 per cenAof his accounts furnished only 6 per cent of the gross sales 
volume. «N\ doubt a large proportion of the profit realised from the 
50 per cent that provided the 94 per cenj of sales was absorbed in selling 
to the large njunber of small customers. It seems to be quite common 
for manufacturers to secure as much as 80 per cent of their business from 
20 per cent of their customers. A wholesale hardware dealer discovered 
that by cutting the number of his custonfers 56 pei* cent, his sales (ter- 
ritories 28 per cent, the varieties carried by 31 per cent, and the number of 
manufacturers from whom he was buying 19 per cent, he was able\to 
increase his annual net profit by 35 per cent.* Dr. Wittwer cites instan- 
ces of a manufacturer who received only 4.5 per cent of his sales volume 
from 72 per cent of his customers, but this 4.5 per cent of sales required 
25 per cent of the total marketing costs of the firm; another firm learned, 
upon analyzing its sales figures, that 85 per cent of the customers gave 
only 6.4 per cent of the total sales, but required 25.6 per cent of the total 
marketing expense.* An interesting case was reported in Sates hfanage- 
ment. A firm sold 800,000 cases a year at an average profit of 2% cents 
a case. Analysis of customers and purchases disclosed that a profit 
of 20 cents a case was secured on 50 per cent of the gross volume of sales 
secured in the home territory while a loss of 15 cents a case was incurred 
on the 50 per cent sold nationally. The firm was getting less than 
5 per cent of the potential business in the home territory. Methods 
were changed so that the firm secured a net profit of 11 cents on almost 
the same volume. Business in the home territory wa^ increased almost 
50 per cent to compensate for a loss of 66 per cent in the national 
business.* 

Coals More to Sett to Retailers than to Wholesalers . — The combined 
selling and administrative costs of forty-three manufacturers selling 
exclusively or more than 90 per cent to wholesalers averaged 7.18 per cent 
of sales, while seventeen mills selling exclusively or more than 90 per cent 
to retailers showed average combined selling and administrative costs 
of 16.64 per cent of sales. The mills selling to wholesalers showed an 
average combined selling and administrative cost of 8.83 per cent lower 
than the mills selling to retailers. 1 

1 Turner Jones, advertising manager, in a speech before the Milwaukee Advertising 
Club. 

* W; bu>, L. D. H., “Lest We Forget,” Printers’ Ink Weekly, Nov. 10, 1982. 

* Bull, of the Taylor Society, Vol. XVIII, No. 3, pp. 53 ff., June, IMS. 

•October, 1035. 

•Report on the hosiery industry by the U.S. Department of Commerce, quoted 
by flint Garrison in a speech, “Distribution Through Wholesalers," Augusta, Ga., 
Apr. 28, 1035. 
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Securing Efficiency through Eliminating Unprofitable Orders . — Another 
practice, closely related to the one discussed above, that tends to increase 
unduly the costs of Marketing, is selling in small orders. Competition 
among wholesalers and manufacturers for the business of ret aile rs has 
encouraged purchasing in small lots. Hand-to-mouth huyjng; too* 
frequent solicitation of dealers* business on the part of /wholesalers* 
and manufacturers’ salesmen; solicitation of the dealers/ business by 
salesmen of too many wholesalers and manufacturers; 'and sales of 
broken-package quantities at standard-package prices tend to promote 
small-order buying on the part of the retailer. 

The Department of Commerce found that the average order given 
wholesalers by country druggists was $26.90 j 1 the average number of 
items per order was 15.8; and the average value per item order was $1.70. 
The country druggists ordered on the average 6.6 times a month. The 
druggists in the larger towns and with the larger sales volumes seem to 
order somewhat more frequently. The Wholesale Dry Goods Institute 
discovered that of a certain number of wholesalers surveyed every firm 
reported that 46 per cent or more of its orders were for $25 or less; 
36 percent of the orders were for less than $10; only 9 per cent of the 
orders were for $100 or more. The $10 and less orders provided only 
6 per cent of the total volume of business, while the $100 and more 
orders provided 37.6 per cent of the volume. It is a well-known fact 
that it costs more, relatively, to handle small orders than large ones. 

A large manufacturer selling to electrical, automotive, hardware, and 
drug jobbers, found that 60 per cent of the orders provided only 8.7 per 
cent of the total gross sales. The same firm made a study of its jobbers’ 
orders received from retailers and found that 50 per cent of the orders 
grfve only 7 per cent of the jobbers* gross volume. 

A Department of Commerce study indicated that 25 per cent of all 
customers’ orders were for less than $1 and provided only 5 per cent of 
total sales; 20 per cent of the orders were for $4 and above, but accounted 
for 50 per cent of the total business. 2 

An analysis of the cost of handling individual orders in the office, 
made by the Western Electrfc Company, indicated that the expense on 
small orders — those with a value less than $25 — varied from $3.25 to 
$5.00, while the average gross profit averaged from $0.71 to $4.48. 
The average amount of loss on these orders was about $1.63, and as such 
orders represented about 60 per cent of all orders, the aggregate annual 
loss amo unted to more than $750,000. Table 90 shows in some detail, 
the effect of the size of the order upon expenses and profit in this 
firm. 

% "Merchandising in Country Drug Stores,” U.S. Department of Commerce. 

* ''Practical Aids to the Independent Merchant,” pp. 4 Bureau of Foreign and 
Domestic Commerce. 
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Dr. Lyon found, for example, that the costs for handling lots of 
25 cases was 28 per cent greater per unit than or lots of 100 cases; and 
that orders of 100 cases cost 6 per cefit more per unit than carload orders. 1 
The cost liter unit for maintaining records was found to be 11% times as 
great for.thY orders of 25 cases as for the orders in car lots. The increased 
costs of packing in 25-case lots is approximately 56 per cent more than 
for 100-case coders. The costs of biflin| are about the same, irrespective 
of the size of the order. The cost of loading, however, is about 2.4 
times as great per unit for 100-case, lots as for car lots. Freight costs 
appear to increase about 62 per cent when shipments are reduced from 
car lots to 100-case lots. No appreciable increase in costs per limit 
appear when orders are reduced still further. \ 

Table 90. — Relative Profitableness of Orders 1 


daoaifi cation of items Total Over $25 Under $2&| $10-125 $5-$10 Under $5 

Number of orders 772.000 309,000 462,0001 162.000] 108.000 103,000 

Percentage of total 100 to 60} 21 14 25 

Valueof orders |$46,607, 160 $42,577,800 $4, 029,360} $2, 783, 160 $783*000 t$463,200 

Percentage of total 100 91.3 8.7 6 1.7 1 

Average value per order.. $60.37 $137.80 $8.70 $17 18 $7.26| $2.40 

Grata profit, total $8,716,550 $7 630,200 $1 086,350 $725,760 $223,560} $137,030 

Average per order $11.29 $24.70 $2.35 $4.48 $2.07 $0.71 

Expense: I 

Average per order $14.58| $3.98] $5.00 $3.74' $3.25 

Net profit: I 

Total $2,369,680] $3,124,500] - $754, 820| -$84,240 - $180 . 360} - $490 . 220 

Average per order $10.12 -$1.63} -$0.52 -$1.67 -$2,54 


* Distribution Costs Studies , 1, p. 11, U.8. Department of Commerce. 

Selective Selling . — Dr. Wittwer suggests the followirife steps in develop- 
ing a plan for selective marketing. 2 The statement also summarizes 
the ideas presented in our preceding discussion. # 

1. Analyze sales and selling costs by commodities, items, orders, customers 
and territories. Determine the minimum size of order that can be filled at a 
profit and the smallest account which can be profitably carried. 

2. Prepare a list of customers representing the maximum volume of business 
and the minimum number of accounts. Include in this list all potentially large 
customers not being sold at the present time. 

3. Prepare a second list including all customers found to be worth soliciting 
but not appearing on list one. 

4. Make contracts or other special arrangements such as discounts, com- 
missions, terms, exclusive territories, agency franchise, etc., which will result 
in mutual benefits and insure goodwill and special attention to the particular 
products in question. 

*.* 1 Some Trends in the Marketing of Canned Foods, pp. 41 ff. 

* Bull, of Taylor Society, op. eit. 
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*5. Develop a staff of salesmen specially trained and prepared to deal with the 
star customers. 

0. Stop soliciting accounts* which are not potentially profitable and avoid 
making too frequent cans on customers fin the second list mentioned above. 

7. Except in the case of sample orders, refuse to accept orders which call for 
items or units in less than standard package lots. 

8. Make arrangements to take care of incidental business which comes in 

unsolicited from small customers, sd as 1 not to give offense or create a spirit of 
hostility, but aim to reduce such business to a minimum. i 


In any plan of selective selling, ^due consideration must of course be 
given to decent busjpess ethics and restrictions imposed by law. 

The Effect of the Size of the Retail Sales Unit — The Louisville Food 
Distribution Survey presents some interesting information concerning 
the relative profitableness of sales* units of different sizes. One brand 
of butter, for example, was sold in quantities of one pound, one-half 
pound, and one-quarter pound. By using the system of costing devised 
for the survey, it appears that there was a net profit of 4 cents on each 
sales unit when sold in one-pound lots, while there was but 1 cent profit 
on each half pound, and a net loss cf 0.6 cent on each quarter pound sold. 

The Irftportance of Effective Inventory Control — The Department of 
Commerce, in its attempt to aid in the reduction of inefficiency in market- 
ing, has brought to light a number of specific examples of merchandising 
practices responsible for excessive costs. Some of these are cited as 
illustrations of poor management for which adequate standards should be 
developed. It was found that a certain wholesale grocer carried 2,100 
items in his inventory while representative grocery chain-store ware- 
houses handling an even larger volume of business carried as few as 
7O0*items. The latter secured stock turns of twenty times annually, 
while the former* secured a stock turn of only seven times. For the 
wholesale grocer, four items— tobacco, sugar, provisions, and flour- 
supplied 49 per cent of total sales but required only 17 per cent of the 
inventory investment and 15 per cent of the total warehouse > space. 
Four additional groups-canned vegetables, canned fruits, condiments 
and spices, and canned meats-added only 14 per cent to 
required 49 per cent of the iftventory investment and more than 50 per 

cent of the warehouse space. . . . .. .,_i. 

An Illustration from the Retail Field.— An analymo _____ 

carried in retail grocery stores, made by the ep Yftiatia 

indicates no better condition among the independent retailers. What ra 
a typical case showed that five 
which required just 10 per cent of the inventory _prw 
of the sales. Nine other classes of merchan q 
cent of the inventory but brought in only 1 per ^ 

same grocer had on his shelves forty-two items of tea. Six 
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forty-two items provided almost SO per cent of the total tea sales, leaving 
tiie thirty-six other items to compete fqr the other half of the tea sales. 

Simplification . — The elimination of unnecessary variety of products, 
sizes, dimensions, types, models, patterns, colors, and other physical 
'qualities, and the concentration of effort on a relatively small number 
of standard ‘products, offer opportunities for economies in manufacturing 
and marketing. Simplification in practice is merely the concentration of 
effort on va£eties in common demand. Careful surveys of the sales 
of a number of industries and of individual firms show, as was stated 
previously, that as much as 80 per cent oj the business often comes from 
20 per cent of the varieties in which the product is offered to the tifade. 
The 80 per cent of the varieties producing but 20 per cent of the year’s 
business is subject to elimination on the basis that it does not pay its u^ay. 

The arguments for simplification are well stated in the following . 
quotation. 1 

• 

On the side of the manufacturer is the natural desire to have something differ- 
ent from his competitors in order to put forward a real or imaginary superiority 
in his product. There is, therefore, a natural tendency to bring out new and 
"improved” models, while possibly continuing to manufacture the old lines. 
There is also the desire and need to produce a line of goods to satisfy varying 
purchasing power of customers. Thus phonographs and automobiles are pro- 
duced in a wide range of qualities and prices. This tendency upon the part 
of the manufacturer has been greatly increased by the attitude of the modern 
aggressive salesman who, in order to combat the resistance of a purchasers’ 
market, demands new and more attractive designs. 

On the part of the purchasing public there tends to be a demand for products 
having individuality. Many people wish to have writing paper, pocketknives, or 
automobiles unlike their neighbors 1 . In wearing apparel and other penpal 
accessories, the demand for changes in fashion is pressed both by the purchaser 
mid the manufacturer. As an extreme illustration of this tendency, colored bSd 
linen has lately been put upon the market. These desires upon the part of both 
producer and consumer have brought about such a complexity as to*give rise 
to a well-defined movement not only to check this tendency where possible, but 
also to eliminate some of the existing wastes due to it. 

The specific application of simplification to marketing and the 
character of the possible savings therefrom, according to Mr. Hudson, * 
are Indicated in the following outline. 

Advantages or Simflotcation 

L To the distributor: 

A . Increased turnover due to: 

1. Concentration of stock. 

% Staple lines, easy to buy, quick to sell. 

i Recent Economic Changes in the United States , Vol. I, pp. 88 §. 

* Hudson, E. M., formerly assistant director, National Bureau of Standards, in 
an address given before the Milwaukee Association of Purchasing Agents. 
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8. No slow-moving numbers. 

4. More effective sales force , 

«. More concentrated sales effort. . 

B ‘ ^overhead and better service; 

1. Through lower handling charges. 

2. Less stock depreciation. 

3. Smaller clerical forces. 

4. Less obsolescence. * » 

5. Quick and reliable delivery 

«■ Fewer misunderstandings and errors. 
c. Decreased capital requirements: <» 

1 * Fewer complete lines to carry. 

2. For maintenance stocks. 

3. For packing materials. 

4. For storage space. * 

5. For interest and other charges. 

6. Less operating margin required. 

To the consumer: » 

1. Better value for money. 

2. Better quality. 

3* Prompt deliveries. 

4* Quisk replacement service. 

5. Lower maintenance costs. 

6. Simplified specifications. 

7. Protection against unscrupulous traders. 
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The National Bureau of Standards of the U.S. Department of Com- 
merce has been active in promoting simplification in marketing as well 
as in production. Among many of the instances of simplification of 
lines of merchandise cited are: A well-known eastern wholesaler of 
hardware who reduced his stocks from more than 10,000 items to 7,000, 
eliminated 28 per cent of his territory and dropped 56 per cent of his 
customers. The result was that his percentage of “net” to “sales” 
increase^ 68 per cent. A chain of drugstores reduced its average store 
stock from 22,000 to 10,000 items. The result was an increase of 70 per 
cent ip turnover, 43 per cent in the volume of business, and 100 per cent 
in its wage rates with a decrease of 14 per cent in average store invest- 
ment, 67 per cent in inventoiy time, 56 per cent in the cost of *«irin g 
inventory, and 58 per cent in store personnel. Payroll cost dropped 
from 20 to 11 per cent of sales, and rent from 14 to 7 per cent of 
A large railroad cut its store stock from 52,000 to 32,000 items and its 
inventory from $3,320,000 to $805,000. Another railroad reduced its 
store stock 44 per cent and by so doing released nearly $40,000,000 of 
idle capital . 1 

Another illustration of the need for simplification is found in the 
ease of the canning industry. The tomato pack of 1928 included cans 
of the following sizes: 5 os., 6 os., 6 M os., 8 os., 10 os., 11 os., 12 os., 

1 Commercial Standard* Monthly, Vol. 6, No. 6, pp. 114 ff. 
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15 oa., 16 cm., No. 1, No. 1 Tall, No. 1J^, No. 2 Squat, No. 2, No. 2%, 
No. 3, No. 5, No. 9 # No. 10, No. 93, No. 95, and No. 303. In addition 
to ijhese* twenty-two sizes of cans* tomatoes were packed in glass jars 
. of an endless variety of sizes and shapes. This condition has not mate- 
rially improved since these facts were first published. It is believed 
that the requirements of the trade wojild be met satisfactorily and at a 
considerable reduction in cost if five can sizes, six at the most, and three 
sizes of glass jars were substituted for this unstandardized array. 

There are definite limits to the practice of simplification and stand- 
ardization. Many shopping and speciality lines rf merchandise Which 
the consumer purchases for display purposes cannot be simplified to 
such an extent that people cannot satisfy this desire. People areinot 
ready for uniforms; they want to express their individuality through 
the ownership and possession of certain articles of dress, automobiles, ’ 
furniture, and household equipment. The»variety of paving bricks 
and milk-bottle caps can be more radically reduced than women’s 
hats and men’s ties. Competitive selling has a tendency to multiply 
variety. The economic benefits of*simplification will no doubly greatly 
extend its use in all lines of merchandise with the exception of those 
endowed with a high degree of fad and fashion characteristics. 

Costs and Profits. — Men enter business primarily for the profit 
they hope to secure in return for the risks they assume. Profit consti- 
tutes, according to Knoeppel, “reward for skill, ability, experience and 
knowledge; incentive for effort and endeavor; protection .against chances 
which must be taken; justification for research and experimentation; 
insurance against losses which are entirely unforeseen; assurance of 
business success and perpetuation.” 1 This attempt* to justify {ffdfits 
does not condone profiteering against the consumer and exploitation^ 
labor. A reasonable monetary return for the assumption of the responsi- 
bilities listed above is all that is economically sound and socially- justifia- 
ble. To take more may be regarded as shortsighted find antisocial, 
and to take less will probably lead to economic suicide. 1 

1 Knoefpzl, C. E., Profit Control — How tojrwure Steady Profile through Pro- 
determined Costa, p. 211. 

1 Normally, it is said, 40 per cent of all business firms enjoy no profits; 40 per cent 
secure small profits; and 20 per cent enjoy large profits. In 1928 approximately 
64.2 per cent of all corporations enjoyed some net income, 35.3 per cent secured no 
income, and 10.6 per emit were inactive. In 1932 only 16.3 per cent had net incomes, 
72.6 per cent had no net income, and 11.1 per cent were inactive. There wen 608,636 
corporations in 1932. In 1931, 37.6 per cent of the corporations secured net returns; 
this group did 48.6 per cent of the business; 62.4 per cent secured no net income, but 
accounted for 51.4 par cent of the business for the year. Business Weds, July 6, 1986. 

According to a study by Dun 6 Bradstmet only two lines of business activity 
di s cl osed profits for each year during the period 1931, 1982, and 1938. These fortu- 
nate foes wen wholesalers of butter, eggs, and cheese, and wholesale grocers. The 
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ftom tiie marketing activities of a firm depends upon the 
differences between thp selling pfice and the expenditures involved in 
consummating the sale. Since* the price that can be charged ’depends 
bo much upon competition, purchasing power of the customer, and the , 
relation of supply to demand, sellers are giving a great amount of atten- 
tion to ways and means of determining the amount and nature of the 
costs of marketing. If these expenditures can be lessened more 
prices are reduced, the net profit will tend to go up. The\ope of the 
efficient marketer is to reduce costs* There is little hope for the ones 
who 'cannot effectively control their costs of operation. 

The development and the operation of a system of cost accounting for 
marketing are more difficult than f,or production. Selling costs are a 
deduction from income; they add nothing to inventory. These costs 
‘comprise direct, indirect, and joint charges. The distribution of the 
indirect and joint charges presents difficult problems in apportionment. 
The science of cost accounting for marketing is still in its infancy. 

The major guiding purpose back of a system of cost accounting for 
marketing is^to secure effective executive control over expenditures and 
thereby favorably influence costs and profits. The system of control 
must recognise the principle of delegation of authority and the assump- 
tion of responsibility for performance. The marketing functions must 
be performed by some individual or a group of individuals. The indi- 
vidual should be held responsible for the costs of performing his set of 
services. The management should know, for instance, the relative 
costs of selling a certain product through chain stores, branch houses, 
or by the wholesaler-retailer method. It should be able to answer 
sudTTiuestions as:, How do the size of order, density of outlets, and 
frequency of purchase affect the cost of selling? How does the cost 
of aelling by mail compare with the costs of personal salesmanship? 
Whaf are* the advantages and disadvantages of selling through owned 
retail stores, independent, or chain retailers? The management, then, is 
interested in a record and report system that will give it comparative 
figures on the cost of selling (1) to different kinds and classes of buyers; 
(2) by different methods; (3) by various terms of sale; (4) in different 
territories; an d (5) by classes of products. The determination of the 
cost unit is largely dependent on the policies of the firm, type of organisa- 
tion empl oyed, variety and character of the products sold, methods of 
sales-promotion used, and the nature of the market cultivated. 

Some firms have found it advisable to break down their selling cost 
figures into a number of pert inent subdivisions; for example, expenses 

reason lor the profits were rapid turnover of inventory and working capital, and the 
earning qfa nominal profit on sales. The wholesalers of butter, eggs, and cheese 
enjoyed an increased percentage of profit each year. 
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1 * 

connected with demonstrations, window displays, shipping, sampling, 
free goods, returned goods, warehousing, defivey, spoiled goods, con- 
ventions and contests, trade and cash discounts, general office expenses, 

. and advertising allowances. 

Marketing Costs of Merchants.— The expenditures of retail stores 
are classified by the Harvard Bureau qf Business Research on two bases, 
vie., (1) Neural Divisions, and (2) Functions . The major items of 
expense, classified on the basis of natural divisions, are indicated below. 1 

Total expenses: 

Total payroll. 

Beal estate costs. 

Newspaper advertising. 

Direct advertising. 

Other advertising. 

Taxes. 

Interest (except on real estate). 

Supplies. 

Service purchased. 

Unclassified: Losses from bad debts f others. 

Traveling. 

Communication . 

Repairs. 

Insurance. 

Depreciation (except on real estate). 

Professional services. 

The major items under the functional classification are: 

Administrative and general. 

Occupancy. 

Publicity. 

Buying and merchandising. 

Direct and general selling. 

Delivery. 

• 

The two methods are combined in the analysis of total expenses and of 
total payroll. Thus the subheadings under the functional headings are 
based on the natural divisions. 1 * 

When sales are classified by outlet, salesmen, territory, classes of 
product, and by terms of sale, and when expenditures are revealed by an 
analytical system of cost accounting, profits and losses can be definitely 
determined and their causes recognized. A system of cost accounting for 
marketing will not in itself reduce wastes and generate profits. The 
statistical data presented by marketing costing are a means to an end; 
they furnish a basis for sound judgment and intelligent action. “ figures 

* Bureau of Business Research, Bull., No. 96, June, 1986. 
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tell an interesting story and enable the seller to keep his finger on the 
pulse of his business.” * . , 

The following tabid indicates the »close relationship between profit, 
expenses, and gross margin for the kinds of businesses indicated. 


Table 91 . — Some Operating Figures 1 


Kind of business 


Wholesalers 

Automotive jobbers (sales above $450,000) 
Wholesale druggists (one firm with sales above] 

$2,000,000) 

Wholesale grocers* 

He tail merchants 

Automobile tires and accessories 

Builders' supplies *• ■ 


Florists. 

Twenty-three selected 

stores, 1934* 

Grocery stores 


cash combination 


Chains, including warehousing, transporta- 
tion costs, and interest (with sales of 

$50,000 to $100,000) 

Har dware stores (with sales of $100,000 and 
above, in cities over 50,000 population) . . . 

Jewelry stores 

Meat markets 

She^gtores ($30,000 to $75,000 sales) 

Specialty stores (sales $500*000 to $2,000,000) 


Variety chains (sales of $126,000 and above) 
Service Markg^ers 

Beauty shops 

Dyers and cleaners (national average) 

Laundries (with weekly sales of $5,000 to 

$ 8 , 000 ) 


Gross 

Total 

Net 

No. 

margin, 

expense, 

profit, 

stt^k 

per cent 

per cent 

per cent 

turns 

e 




28.96 

25.36 

3.60 


1 

16.237 


5.72 

11.68 

11.38 

0.20 

6.27 

28.8 

26.8 

2.0 

5.7 


34.58 



31. 8-36. 0|25. 6-36.1 

Loss 3.3 to 

2.2 to 



a profit ofj 

3.6 



8.2 


3lf 1 

27.0 

4.1 

4.47 

45.6 

38.0 

7.6 


17.6 

14.4 

3.2 


18.3 

17.6 

0.7 

9.0 

18.3 

16.7 

1.6 

9.9 

30.37 

30.74 

Loss 0.37 

1.94 

43.2 

45.0 

Loss 1.8 

0.0 

29.1 

26.5 

2.6 

57.4 

28.9 

34.6 

Loss 5.7 

1.9 

i 37.0 

38.6 

Loss 1.5 

5.2 

35.51 

41.63 

Loss 6.12 


29.99 

28.23 

1.76 


33.44 

29.69 

3.85 

5.03 


Average 
sales pftr 
employee, 
dollars 


88.0 

102.83 


99.29 


12.0 

Loss 2.83 


0.71 


952 

12,521 

9,120 

5,700 


i Xable arranged from data published in Better RRaOint, The National Caah Renter Company. 
•The averJHperatin, expense, of twenty-two Indiana wholeerfe groeers fotl927 w>.10. a»p ar 
cent, with n net profit of only « of 1 per cent. Eleven ahowed a profit while the others suffered loaeee. 

wwtlon 27.8 per cent; Centrai-27.1p.r c«t ; NorthOmtrO-26.fi p* 

cent; Weeter*-».l per eent; Bouthem-28.2 per cent;M.ddiewmt«m-36.1 

Margin — Eastern section— 36 per cent; Central— 32.0 per cent; North Central— 32.9 per 
Wertern— 86.2 per cent; Bouthern— 35.1 per cent; Middleweetern-31.8 P«oent. 

* Progr***** Grocer figures, published in Domestic Commerce, July 20, 1935. 


A retail store may be thought of as an aggregation of stores. Bach 
depart men t has a different cost of operation; the figures usually given 
we averages of the costs of the various departments or “stores. In 
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its drugstore survey hi St. Louis, the Department of Commerce found 
that the average selling expense for retail drug stores was 34 per cent of 
net sales. The selling expense figures fer each ol the nine major depart- 
ments follow: sundries department, 52 per cent; prescription department, 
49.3 ptjp cent; toiletries department, 40.5 per cent; soda fountain, 37.9 per 
cent; confectionery department, 36 per cent; packaged medicines depart- 
ment, 27.1 per cent; hospital supjJlieS department, 26.3 per cent; news- 
papers-magazines department, 21.5 per cent; and tobacco department, 
14.2 per cent. The fountain department, for example, supplied 26.1 per 
cent of total store sales, enjoyed a gross margin c of 46.1 per cenfy and 
supplied a net profit of 8.2 per cent of sales, which was equivalent to 
31.8 per cent of the total store net profit. The general idea applied to a 
specific instance is illustrated in thl following quotation from the report. 

) ^ 

In the development of the operating success of a Idrug] store, each depart- 
ment should be developed as a separate and going establishment. Those depart- 
ments showing losses in this case are the ones which, if looked at separately, would 
disclose faulty management as far as they, as departments, are concerned. * . . 
The [departmental] profit showings are* revealed as the direct result of a favorable 
combination of gross margin, volume of Bales, rate of turnover, fiverSge size of 
sale, and average selling time. The study disclosed, for example, that the foun- 
tain, with these factors generally favorable . . . produced the greatest dollar 
profit (volume) in the store. . . . 

The following table gives the average ratios of 2,687 grocery whole- 
salers based on their operating figures for 1932. This table is interesting 
and valuable in that it indicates the variation that exists among whole- 

Table 92 . — Average Ratios of 2,687 Concerns Based JJpon 1932 Op^MStons 


in Eight Important Divisions of the Wholesale Grocery Trade 1 * 

, , nin,.ji 


Group 

Num- 
ber of 
con- 
cerns 

Current 

assete 

to 

current 

debts 

(ratio) 

Net 
profits 
on net 

sales 

(per cent) 

e 

Net 

profits on 
tangible 
net 
worth 
(per cent) 

Turnover 

of 

working 

capital 

(times) 

Ccflfeo- 

tion 

period 

(days) 

* N«t 
sales to 

inventory 

(times) 

fServiaa wholesalers 

1921 

5.04 

0.30 

mm 

7.84 

42 

2.25 

Cash-and-carry wholesalers . . 

117 

4.06 

0.73 


8.69 

21 

8.20 

Chain stores 

127 

4.55 

0.58 

3.47 

13.28 

. . 

18.23 

Imported goods wholesalers. . 

92 

5.25 

0.04 (loss) 

0.16 Goss) 

4.73 

60 

8.39 

Institutional wholesalers . . . . 

93 

5.02 

0.51 

2.53 

7.14 ! 

52 

7.89 

Bated owned wholesalers — 

74 

3,07 

0.40 

4.01 

11.99 

26 

10.26 

Voluntary group wholesalers 
Miscellaneous specialty 

32 

4.41 

0.71 

5.06 

8.95 

84 | 

9.16 

wholesalers 

211 

4.73 

0.52 0o«) 

2.25 Goss) 

7.24 

45 

0.22 


1 Fool**, Bot A«, “Important Financial nation of the Wholesale Grocery Trade**' reprinted from 
tie Jv&y, IPS#, issue of Dun and Brad§6r§at Monthly Booiow — p. 6 of tb* reprint. 
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aaiers operating in the same general field, i.e., grocery. The net profits 
« tangible net worth of thd voluntary group of wholesalers, for example, 
are outstanding, while the rate of turnover of working capital ahd the 
net sales to inventory for chain stores indicate a worth-while achieve- 
ment. The collection period for the imported goods wholesalers is 
60 days; for cash-and-carry wholesalers, 21 days; for the chains, none. 

Manufacturers' Marketing Costs.*— The Association of National 
Advertisers, Inc., published, in 1933, An Analysis of Distribution Costs 
of 312 Manufacturers for 1931. TJie manufacturers were classified 
into two major groups those producing industrial goods, and those 
producing consumer goods. The following classification of costs was 
used in this study. 

> 

* Distribution Costs of Manufacturers* 

1. Direct selling costs. 

а. Salaries. * 

б. Traveling. 

c. Office. 

d. Other. 

e. T&tal lirect selling costs. 

2. Advertising and sales costs. 

a. Advertising. 

b. Administrative. 

c. Samples. 

d. Total advertising and sales costs. 

Z. Transportation costs. 

4. Warehousing costs. 

IS. Credit costs. 

a. Collecting. 

*%.J*Bad debts. 

•c. Total credit costs. 

69* Financial costs. 

7. General administrative costs. 

8. fil other costs. 

0. Total distribution costs. 

Table 03 serves to illustrate the wide variation in marketing costs in 
the grocery manufacturing field. * The costs vary from 5.5 per cent of net 
sales for manufacturers of flour to 37.2 per cent of net sales for manu- 
facturers of soaps, cleansers, and polishes. The nature of the product, 
the buying behavior of the consumer, and the relative competitive 
conditions under which each is sold account chiefly for the great variar 
tion in costs. The report which was made by the Bureau of Business 

1 For an interesting general discussion of marketing costs, consult W. B. Casten- 
hofo, Tke Control of Distribution Costs and Boles, 

* For the figures on costs and an interpretation of the variation in the costs refer 
to pp. 442 and 448 of this text. 
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Research, Harvard University, covered the marketing activities of 
seventy-two concerns with aggregate annual sales of almost $700,000,- 
000; thirteen of tfie firms had sales of $10,000,dl)0 and over; twenty-six 
had sales of from $1,000,000 to $10,000,000; the remaining firms had 
sales fit less than $1,000,000. The items included under marketing 
costs were sales force and brokerage; sales promotion and advertising; 
shipping, transportation, warehousing, and delivery; credit and col- 
lections; stkd marketing administration. 

• 

Table 93. — Manufacturers' Marketing Costs in %arioub Qrocert L^nes 1 

Total Marketing 


Expense^, Per 

• Cent of fetlea 

Product Price 

Flour 5.5 * 

Meat packers t 7.0 

Canned and bottled foods 17.0 

Coffee, tea, chocolate, spices and extracts 17.5 

Cereals, crackers, macaroni, salt and preserves 26.9 

Soaps, cleansers, polishes : . . 37.2 

Advertising and Selling , pp. 22 /„ Dec. 12, 1028. * 


The Department of Commerce found in its Louisville survey that retailers secured the indicated 
gross margins for the designated products: flour, 17 per cent; fresh meats, 29.7 per cent; smoked meats, 
20.8 per cent; fish and poultry, 23.7 per cent; canned goods. 26.0 per cent; coffee, 10.4 per cent; oereaht, 
24.6 per cent; sugar, 22.4 per cent; tobacco. 23.7 per cent; and dairy products, 18.2 per cent. The last 
group had a turnover rate of 1 14. Freeh meats, smoked meats, ooffee, sugar, and flour produced, in the 
order listed, the greatest net profits. Published in Business Week, Oct. 6, 1032. 

The wide differences in the marketing costs of these manufacturers of 
grocery and meat products emphasize the importance of establishing 
standards of operation carefully and judiciously. A knowledgferftf the 
costs of marketing flour and meat products, for ’instance, is of ‘little 
help in setting a standard of marketing costs for soaps, cereals, or cfiffee. 
It is clearly evident that all factors must be comparable if, operating 
statistics, based on average performance, are to be of service in judging 
managerial competency. 

Costa of Marketing Agricultural Products . — It is estimated that in 
the marketing of agricultural products *the average spread between the 
amounts the consumer pays and the farmer receives is equal to 55 to 60 
per cent for milk, cream, and butter fat; 55 per cent for poultry; 30 per 
cent for eggs; 45 per cent for live stock; 30 per cent for grains; 50 per 
cent for potatoes; 70 per cent for vegetables and fruits. These amounts 
comprise all the costs and profits involved in transferring the products 
from the producer to the ultimate user. The retailer secures on an 
average 47 per cent of this amount. These margins tend to change as 
retail prices change. Thus the margins tend to widen when prices are 
low and to decrease when prices are high or when they are increasing. 
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An interesting account of a survey by Mr. Rice to determine the 
cost of marketing potatoes Was published in Nation^ Business . 1 He 
traced the costs and the services involved from the grower to the home* 

The farmer received 60 cents per 100 pounds from the heal shipper , 
Who received 70 cents per 100 pounds from the wholesaler in the central 
markets. The potatoes cost the yhqlesaler a total of $1.36 per 100 
pounds f .o.b. freight yards his own city when freight costs of 60 cents and 
heating costs of 6 cents were added. The wholesaler sold in average 
lots of 200 pounds to retaiUrs for $1.54 per 100 pounds. He thus made 
180 deliveries for each carload of potatoes. His delivery costs alone 
amounted to 15H cents per 100 pounds. The retailer sold his 200- 
pound order to consumers in average Jots of 9 pounds after grading the 
potatoes and throwing away those not suited to his trade. He received 
$^.11 per 100 pounds. He had a gross margin of 56 cents. The selling 
costs of the retailer under consideration were 7 per cent, and the delivery 
cost was 5.7 per cent of sales; after deducting other costs the retailer 
received a net profit of 16.74 per cent on net sales. This was equal to 
14.22 cen^3 per 100 pounds, which is* less than one-seventh of a cent a 
pound . The writer of the article contends that this does not indicate 


Table 94. — Spread between the Farm Prices and the Retail Prices for 
Fourteen Food Products, 1924-1934* 


Year 

Retail value 

Value at farm 

Margin between 
values at farm 
and at retail 

Farmer’s share, 
per cent 

Ufti 

1 

$24.04 

$10.81 

— 

46.0 


26.84 

12.54 


47.8 

4926 

26.97 

13.04 

13.93 

I 48.4 

1927 

26.16 

12.19 

13.96 

46.6 

19*8 .. 

26.97 

12.44 

13.73 

47.1 

1929 

26.11 

12.40 

13.71 

47.4 

1930 

*24.20 

10.82 

13.46 

44.4 

1931 

19.89 

7.55 

12.35 

37.9 

1932 

16.78 

# 5 54 

11.24 

33.0 

1933 

6.44 

6.81 

10.63t 

35.3$ 

1934 

18.39 

6.90 

11 49f 

37.5$ 


* From “ Agricultural Adjustment in 1954,’* U.8. Department of Agriculture, Published in Domettic 


Comm***, July 30. 1935. 

t Including proomeiim tnxee. 

X Excluding benefit permeate. 

•Kiel, M. M., “Hawkahaw Shadow, the Potato," Nation’s Business, August, 
1935, pp„ 

A frimd had made the statement to the author of this article that there wae too 
a spread between the price received by the farmer and that paid by the consumer, 
wd that the Middlemen were profiteering. 
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profiteering. A comparison of the 60 cents received by the farmer with 
the S2.ll paid by the consumer without c # ons^iering the services and 
costs involved leads to an unsound conclusion. The figures in this 
particular instance clear the middlemen concerned of any charges of 
profiteering. Some of the costs may be too high, but that is not a 
profiteering problem. t 

. Table 94 shows what the typical family had to pay the retailer for 
a month’s'supply of fourteen foods during the period 1924-1934 inclusive. 
The amount received by the farmer, and the spread between what the 
consumer paid and what the farmer feceived, ate also indicatedf, and, 
finally, the percentage of the retail price received by the farmer is given. 

The student will recognize, of course, that these figures can bo only 
rough approximations. Retail prices and farm prices vary widelylfrom 
place to place and from time to time; the quality of the products the 
nearness to market, the amount and quaVty of services renderedV-ail 
influence the costs. The retail figures in this example cover not only 
the strictly marketing costs, but also the processing and transportation 
costs. 9 

The following table indicates the retail portion of the marketing costs 
for a list of fruits and vegetables. 1 


Table 96. — Retail Margins for Fruits and Vegetables 

Per Cent 


Leaf lettuce 65.2 

Tomatoes 64.2 

Rhubarb 63.5 

Wax beans * 61.0 


Radishes 

Celery 

Spinach 

Carrots 

Beets 

Green squash 
Table onions. 
Cauliflower. . . 

Peas 

Com 

Cabbage 

Asparagus — 
Raspberries. . 
Strawberries. . 


. 6(UL 
• «.4, 

. 43.7. 
. 42.2 

. 39.6 
. 39.0 
. 37.3 
. 33.9 
. 32.3 
. 28.2 
. 26.0 
. 24.2 
. 18.7 


Do these figures indicate that there is inefficiency in the marketing 
at agricultural products in general and that the retailer, in particular, 
gets too much of the gross? Not necessarily; the fact is, we do not know 
what the cost should be. We do not have, at present, adequate stand- 

1 Minnesota Agricultural Experiment Station, Bull. No. 236. 
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‘ , * ' ' 1 

by which the performance can be judged, D. C. Roper, Secretary 

of Commerce, stated in |938 : • « 

It is astonishing that such a paucity of authenticated information exists. No 
analysis and measurement of costs of distribution has been made on a s uffi ciently 
comprehensive scale to provide conclusive evidence of what is wrong an$ what 
should be done. We do not know at what point or points in the movement of 
goods from their primary sources of supply or production to the final c onsume r 
the heavy burden of distribution costs arises. 1 * 

Testing the Results of Marketing! Performance. — The discussion so 
far hah pointed out thfe need for* certain standards and has cited a few 
illustrations exemplifying the value of sales analysis and the use of 
standards. A very practical question arises: Suppose dependable 
standards of operation have been established, how may we determine 
whether a given firm, department, or whatever factor is under con- 
sideration, meets these standards? This can be done only if the firm 
keeps an adequate set of records and prepares dependable reports so 
that the financial and marketing operations of the business can be 
accurately analyzed. 1 

The management of a marketing organization or the marketing 
department of a manufacturing firm has two elements with which to 
accomplish results, viz. } (1) capital in the form of (a) merchandise, (6) 
equipment, fixtures, building, (c) location, (d) cash or its equivalent in 
credit; and (2) personnel — administrative, selling, and nonselling groups. 
The test of efficiency is how skillfully the elements are coordinated and 
used. The determination as to whether the particular management 
under discussion has met and is meeting the standards of operation 
being Uaet by the rjanagements of similar firms may be accomplished 
thnmgh a comparison of certain significant ratios. 

some Significant Ratios. — The information necessary to construct 
these t atiee is secured from three sources — the sales records, the balance 
sheet, and the profit and loss statement. The ratios, when determined, 
may be used to compare the operating efficiency of the business with 
any standards that may be available or with the results secured by 
other comparable businesses, 't’he ratios serve also as a basis for com- 
paring the results attained from year to year in the same firm. 

Comparing the Results of Sales Efforts . — The ratio of cost of goods sold 
to net sales , or, as it is commonly designated, the “operating ratio,” 
indicates the buying ability of the management, the competitive position 
of the firm, and the trend of the cost of the merchandise bought by the 
firm. If, for example, net sales amount to $1,000, and the merc h a nd i s e 
costs $750, the ratio of the cost of goods to net sales is 75. This may be 
stated by saying that the merchandise costs 75 per cent of the net sales. 

1 Domestic Commerce , Mar. 20, 1935. 
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§ • 

The ratio of gross margin to net sales is important because it is out of 
the amount represented by gross margin that expenses must be paid 
before? any profitf can be realized. The trenS of this ratio indicates 
the future probable degree of success of the management* The public 
is interested in the size of the ratio, as a high figure may denote profiteer- 
ing. A low figure, if accompanied with a large volume of sales and rapid 
turnover of stock, may prove moVe profitable to the firm than a higher 
figure with a lower volume of sales and rate of stock turn. 

The ratios of total selling expanse to net sales and to total expenses 
immediately center attention upon the operating efficiency of the manage- 
ment. It is usually desirable to go further and break down the selling 
expense figure into its component parts so as to show just what motors 
are responsible for any unduly high costs. Thus the following auxiliary 
ratios may very profitably be determined. 

Ratio of: 

Salaries of salespeople to net sales and to total selling expense. 

Advertising costs to net sales and to total selling expense. 

Occupancy costs to net sales#and to total selling expense. 

Delivery costs to net sales and to total selling expense* • 

Any other expense items that may be significant in the particular business to net 
sales and total selling expense. 

In addition to the ratios mentioned, the net sales , net profit , and 
selling expense per salesman, store, sales territory, customer, order, 
and product, or major line of products, should be determined. 

Another group of ratios indicated below, may be used to determine 
the efficiency with which certain marketing an4 related activities of a 
firm are administered. 1 Thus m m 

The Ratio of: # • 

1. Net sales to total capital used in the business; to total fixed capital used (h the 

business; to average capital invested in merchandise; to current assets; and to current 
liabilities. These ratios indicate the degree of efficiency with which the capital is 
employed. , 

2. Current assets to current liabilities, to indicate the degree of liquidity existing. 

An analysis of the nature of these assets and liabilities is necessary for adequate 
control of credit sales. • 

3. Net profit to net sales; to gross margin; to net- worth; and to total capital 
used in the business; to average inventory; to fixed capital; and to total selling costs. 
These ratios indicate whether adequate remuneration for the risks assumed is being 
received by the firm. 

4. Accounts and of notes receivable to net sales and to inventory, to indicate credit, 
collection, and sales practices. 

5. Sales discounts taken by customers to net sales. These two ratios (4 and 5) 
Indicate the efficiency of the credit department. 

* For a short and enlightening discussion on the analysis and interpretation of the 
item* commonly found in the balance sheet and the profit and loss statement* consult 
Stephen Oilman, Analyzing Financial Statements. 
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6, Marknd&wna to net sales. This ratio reflects merchan dising ability. 

; Mowanees to ivet .sales.. This figure gives a clue as to the efficiency 

of the manufacturing or buy ixg department a§ well as of the soling staff. t 

to new orders. This ratio indicates whether the management .is 
emph a s ising new sales at the possible expense of repeat sales. 

The ratios of net sales to working capital, and to tangible net ftorth, 
indicate stress and strain from overtrading; if the ratio is too high, 
disaster may result from cancellation of orders, a sudden drpp in new 
orders, a strike among employees — in fact, anything that interrupts the 
flow of money into the ^company from which current obligations must be 
met. 

Table 96 illustrates the form in which some of the ratios may be set 
up for comparative purposes. * 


Table 96. — Operating 

Figures for Successful Retail Stores in Oregon 1 


Hard- H* 






Classification of items 

ware. 

Drug, 


Grocery, 

Jewelry, 

Shoe, 


27 stores 8ton * 

31 stores 

39 stores 

30 stores 

31 storef 

Current ratios 

4.6:1 

9.0:1 

3.9:1 

3.4:1 

4.0:1 

3.7:1 

Ratio of sales to mdse 

2.9:1 

3.2:1 

2.8:1 

11 6:1 

1.5:1 

2.6:1 

No. days salsa in mdse 

108 

98 

111 

27 

208 

120 

Ratio of vales to receivables. . 

6.5:1 

18.1:1 

9.9:1 

10.9:1 

2.7:1 

18.4:1 

No. days sales in receivables. 

48 

17 

32 

29 

116 

17 

Receivables per dollar of 







mdse 

$0.45 

$0.18 

$0.28 

$1.06 

$0.55 

$0.14 

Bales per dollar of invest, in 







fixtures 

$18.81 

$9.80 

$18.00 

$29.32 

$10 84 

$18.04 


r*.«i [ 

4.5%"] 

f5.9%l 

r4.2%i 

r4.8%i 

r 4.o%i 

Ratio of rent to sales 

r 12 

16 

17 

12 

9 15 


L stores J 1 

_ stores J 

“l 

1 

♦j 

so 

— J 

L stores J 

LstoresJ L stores J 


1 O. K., “ Financial and Operating Standards for Oregon Retail Concerns." Univ. Ore. 

Studies in Bueinete, 2, October, 1029. These figures represent the performance of certain selected 
retail institutions. Only those concerns that might be regarded as “successful” were studied. The 
figures are no94> representative ’ * or “average” but indicate a goal which the “average” retailer might 
attempt to attain. It should be kept in mind that these figures would be different for the same type 
of store having different sales volume. This point is clearly demonstrated in the report. 

The following figures indicate how the variation in the different 
operating factors stand out whSn several firms are compared according 
to a scientific method. These data are taken from an article published 
m the Progressive Qrocer. 1 The operating expenses of twenty-five selected 
service combination stores for 1934 were analyzed. 

Store No. 25 had the largest volume of sales; store No. 17 had the 
largest percentage gross margin to sales; store No. 18 had the largest 
expense per centage — this store had unusually high rent and delivery 
expenses; store No. 22 had the largest turnover rate; store No. 8 had 
the hugest percentage of net profit to sales. 

1 Compiled from an article by C. W. Dipman, editor, pp. 42 Jf., June, 1938. 
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It is interesting to note from these figures that the store with net 
sales less than half of those of the highest stare ^n joyed a total net profit 
almost as large and a net profit 'percentage almost two times as large. 
The large-volume store had a gross margin of approximately one and a 
half times that of the largest profit store. The store with the highest 
rate of turnover enjoyed a profit of only about 23 per cent of that of the 
highest-profit store, while the percentage of net profit to sales was only 
one-seventh that of the most profitable store. The relatively high 
margin was apparently the major contributing factor to the satisfactory 
accomplishment of this store, since its expense ^percentage was f-above 
the average and its rate of stock turn was about half that of the average. 
These figures clearly indicate the fallacy of following blindly any set 
of so-called standards of operation.* \ 


Table 97. — Comparative Operating Statistics for a Selected Group of \Com- 

BINATION StO t ' 


Stores 

Sal& 

Gross 

margin 

1 

Total 

expenses 

Net 

Ijrofitg 

No. of 
stock 
turns 

Averages for group 

$40,166 

$9,656 

19.6% 

$8,217 

16.7% 

$1,439 

2.9% 

19.2 

Store No. 25 

$93,244 

$16,682 

17.8% 

$13,189 

14.1% 

$3,492 

3.7% 

11.5 

Store No. 17 

H 

$12,210 

25.6% 

$10,210 

20.1% 

$2,000 

6.4% 

10.2 

Store No. 12 

$45,883 

$9,643 

21.0% 

$9*574 

20.8% 

$69 

0.2% 


Store No. 22 

$75,376 

$12,142 

16.1% 

$11,426 

15.1% 

$7l! 

1.0% 

41.1 

Store No. 8 

$43,952 

$10,914 

A. 8% 

$7,844 

17.8% 

$3,070 

7.0% 

10.1 


Table 08 illustrates the variations in gross margin, salaries and wages, 
occupancy costs, other expenses, total expenses, and net profits, that 
exist among seven different kinds of retail stores. Hardware stores, for 
example, had a gross margin of 31.80 per cent of sales, yet suffered a lost 
ni 2.74 per cent; cash-and-carry groceries, on the other hand, had a gross 
margin of only 15.7 per cent, yet enjoyed a profit of 3.8 per cent. Variety 
stores secured the highest gross margin of the group, «*.«., 33.84 per cent, 
but the net profit obtained was only 1.65 per sent. 
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Caution in Using Ratios . — An unbiased interpretation of the facts 
disclosed by the method 6f * analysis outlined above will enable one 
definitely to locate the marketing difficulties of a firm. It is dbvious 
that in a small retail business it is not practicable to work out all the 
ratios given, while in a large manufacturing, wholesaling, or retailing 
firm it may be found desirable to develop special ratios not here men- 
tioned. This list is not intended to be exhaustive; it is given merely to 
suggest a line of attack. > " * 


Table 98. — Operating Data of '‘Retail Concerns op Various Types* 
Expressed in percentages of sales 


Operating item 

Hard- 
ware t 

Drug- 

stores]: 

N. 

Service 

grocer- 

ies! 

Cash- 

and- 

carry 

grocer- 

ies! 

Combi- 

nation 

food 

stores! 

Chain 
grocer- 
ies || 

Variety 
stores If 

Gross margin 

|31.80 


18.3 

15.7 

22.0 

22.16 

33.84 

Salaries and wedges 

18.39 

17.0 

9.5 

6.5 

12.0 

7.41 

17.28 

Occupancy cost. . . 

6.94 

4.0 

3.8 

2.8 

3.6 

2.47 

8.35 

Other expenses. . . 

9.21 

9.0 

4.3 

2.6 

6.9 

8.12 

6.56 

Total expenses . 

|34.54 

30.0 

17.6 

11.9 

22.5 

18.00 

32.19 

Net profits 

.| 2. 74**| 


0.7 

3.8 

0.5* 

4.26 

1.65 


* Table taken from Caaeady and Oatlund, ** The Retail Distribution Structure of the Small City,'* 
University of Minnesota Studio ^ in Economic s and Business, No. 12, p. 85, 1936. 

t Reports from eighty hardware stores in towns of from 3,500 to 10,000 population having sales of 
tffWxr$25,000 in 1933. Taken from the Hardware Retailer, July, 1934. 

X Usual costs of a grouped retail drugstores in cities of from 5,000 to 20,000 population having soles 
valiums of from $20,000 to $30,000. From a Burvey made by Eli Lilly & Company of Indianapolis, 
for 1933. t , 

| Group of twenty-five selected stores from undesignated communities in 1932. Average sales of 
service groce<t«, $32,000; of cash-and-carry groceries, $79,500; and of combination food stores, $108,300. 
From the Progressive Grocer, December, 1933. 

8 Rep orts from combination and two exclusive chain grocery stores in the northwest for 1933. 

From private sources. .. 

f Reports tar 1933 of variety chains having an annual volume of less than $500,000. From Harvard 
University Bureau of Business Research , Bulk No. 95. 

**Lasa. 

It should be clearly understood that the specific figures used as a 
“s tandar d” must be comparable with the figures representing the results 
tamg tested. 

Opera ting ratios vary according to a number of factors. Thus the 
costs, net sales, and profits of the marketing department of a manufactur- 
ing concern axe not comparable with the costs, net sales, and profits of a 
w hole sale or of a retail concern. The costs, gross margin, and stock 
turn of a department store having sales of less than $1,000,000 annually 
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are not comparable with one having yearly sales of $30,000,000. Tlte 
Harvard reports of 1935, analyzing dperatSrife r^ults of department and 
of specialty stores, disclose, however,* some unusual situations. The 
following quotation indicates the changing conditions. 1 

The data for stores of different sizes since 1920, however, indicate: 

1. That although the rate of net profit did tend to be directly proportionate 
to size from 1921 through 1932, there was a tendency also for the spread between 
the profit r&tes of small stores and large stores to narrow; 

2. That this narrowing in the profit spread was due to a widening in spread 
between the typical total expense percentages for smalPand large stores; *f 

3. That there was no discernible tendency for the gross margin spread to 

change; and \ 

4. That these three tendencies apparently were interrupted during the years 

of decline, 1930, 1931, and 1932, but were resumed, perhaps with greater intensity; 
in 1933 and 1934. \ 

The forces which have become active in the list two years have wiped out the 
difference in profit rates, and these now are about the same for stores of all sizes, 
the differences in margin and expense ^ates for small and large stores being about 
equal. • * 

This fact gives rise to some very important questions, including the following: 

Is this narrowing of the profit spread between small and large stores merely 
the result of forces connected with recovery or does it represent a permanent 
shift in relationships? 2 

What is the bearing of the N.R.A. and of other governmental recovery meas- 
ures on this changing spread? Have these measures favored the smaller cities 
and towns, and hence the smaller stores? 

What were the forces which, during the twenties^ enabled large stores to 
earn at higher rates than small stores? Have these forces undergone peignaaent 
change? • • 

Have there been changes in living and buying habits which have favored the 
smaller stores in outlying sections of cities, and in the smaller cities, # at the 
expense of the large down-town department store? What are these (Ganges, and 
how long will they persist? What is the bearing of traffic and transport condi- 
tions on these questions? 

Do the relatively low margin rates of the smaller department stores constitute 
an advantage which the large stores should try to secure? 

Has competition among the large down-town department stores, and between 
those stores and other distributors serving the same clientele, becomemore 
keen, so as to make for higher expense rates? 

Possibly large department stores are now faced with a series of questions the 
answers to which will not be found in store operating results, or if found there 
will be found too late. The situation may well call for a thoroughgoing analysis 
of the demand for the sort of distribution services which department stores csn 

1 Barnard Bureau cj Business Research , BufL No. 96, pp. 4 

2 “With reference to this question, it may be noted that the spread widened sharply 
hi 1922 and again in 1931, one a year of recovery and one a year of decline.” 



STANDARDS^ MAR'KETING ACCOMPLISHMENT 
w«fi *nd for suoh a readjustment in store policies and methods as may be indi- 

' # • » • . 

Location is another factor that must be similar, as is indicated ill the 
quotation, if operating statistics are to be comparable. A business 
located in the down-town section of a city of 1,000,000 population is not 
"comparable with a store located in tho suburbs or in a small county seat. 

, A -firm that furnishes such services as credit, delivery, and a quality 
atmosphere ..will necessarily have higher costs than one operating on a 
cash-afid-carry basis. There ar^ oth<5r factors and conditions that must 
be considered in determining whether valid comparisons can be made. 
Some df the more important are the type and character of the product, 
type of clientele catered to, and the time element; that is, the season 
-of the year and the period of the business cycle in which the statistics 
were taken must be given proper consideration. 

The Difficulties Met in^Kstabishing Standards . — While we do not 
have enough reliable information at present to set acceptable operating 
standards for all phases of marketing practice, it is possible to identify 
the factors that must be considered in such an attempt. The reports 
of the 1930 Census of Distribution and the 1933 Census of American 
Bumness furnish much valuable statistical information which may be 
used advantageously as a basis for evaluating marketing practices, 
organizations, and policies. Much more detailed information, however, 
is necessary before anything like reliable standards can be established. 

There are definite factors and conditions that control, to a consider- 
able extent, the volmpe of sales; prices that can be charged and paid; 
tbe^kfo d of organization, methods, and policies adopted; gross margin, 
expenses, rate of stdck turn, mark-downs, and net profits realized. The 
gre*t number of variables affecting the results secured in marketing 
practice, however, makes the diagnosing and treating of marketing ills 
extremely^lifficult indeed. 

la There a Solution for the Marketing Problem?— Since, as we have 
learned in our previous discussions, costs of marketing are influenced 
(1) by the operating practices of producers, manufacturers, merchants, 
agents, and other marketing functionaries; (2) by governmental regular 
ttaas, taxes, and other activities ; (3) by the living habits, the consumption 
tod "buying behavior of consumers and other purchasers; and (4) by the 
policies and operations of our economic, social, and political systems, 
the possibility of securing lower marketing costs and lower prices 
depends, to a great extent, upon a more efficient operation on the part 
of the various marketing functionaries, a more enlightened attitude on 
the part of buyers, and a more intelligent policy on the part of our 
SdSemments and their administrative agencies. 
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Costs of marketing and of production can be drastically cut if wC 
prepared and willing to pay the price. For example, production and 
marke ting costs could be reduced through a thoroughgoing standardisation ? 
ari d simplifi cation of products, methods, and practices. To cite an 
extreme case: The population could be divided into several elasaeft. 
based on the nature of their occupations. Clothing and food could be 
standardised for each group, to th« extent of providing uniforms. These? 
cduld be produced in large quantities and distributed on a mass basis 
through a few large retail stores, strategically located, all other stores 
to be eliminated. This idea could fee carried out wjth all necessary/ 

—all unnecessary goods, styles, grades, and so on to be ennui 
no individual choices allowed; duplication of factories and marketing 
agencies to be eliminated. All sales-promotional activities wo -*- 1 
eliminated ; only one choice would be offered as to quality and pn< 

W quid be the only variable. The cost of merchandise and services Would 
be^naterially reduced, no doubt, but W&t would be the social and 
economic consequences? No one can answer this question m a truly 
definite manner. This plan we believe would not prove satisfactory in 
the long run to the American people or to any other civ -li zed people. 
The history of the development of civilization indicates that sum a 
plan is diametrically opposed to human nature and aspirations. There 
are opportunities, as indicated throughout our discussion, to secure 
reasonable and tolerable results without such drastic regimentation 
of the individual’s economic and social activities. 

Future Possibilities and Probabffities.-Producers, manufacturers, 
and merchants have come to realize, largely as a result of the depression 
df the thirties, that the consumer’s purchases are limited by hiajnoeme 
as well as by his desires. They have learned that a liberal supply at 
credit alone does not necessarily produce prosperity and a large volume 
of sales, and that high wage rates with part-time employment do not 
necessarily produce large and dependable purchasing power. A keen 
realization of the importance of the relationship between purchasing 
power and volume and quality of sales has led the alert mamig* meat to 
make a critical study of economic principles. This type of leadership 
will become more interested in the problems of the distribution of mco^ » 
the financing of consumer purchases, the regularization of emjdoym * 
and the stabilization of industrial activities. There is likely to <jevel p 
m insistent demand for a more conservative capitalization of industrial 
and commercial enterprises, a reasonably low but regular 
invested capital, and payments to labor and management in proporti 

to their usefulness. . . .„ g 

The successful managements of tomorrow, it “hoped, wUlpwaw 
dear understanding of marketing costs and will establish a firm 
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ospej* them 
costs cannot 


They will know that useless expenditures and uneconoxmc 
v»« be pyramiiled'aAd nonchalantly passed qn to the consumer. 
Reliable methods for anticipating future changes and determining sig- 
nificant trends will be developed* Marketing programs and practices 
will be planned and executed on the basis of carefully chosen facts* 
More attention will be given to d^teijmining what is wanted, and then, 
Rafter the controlling factors have been given due consideration, st^ps 
will be taken to supply these wants by the most effective methods. 
Experimentation will be extensively tused to determine better ways and 
meads for attaining ^the objectives set up, and for testing proposed 
methods. Fantastic plans and high-pressure methods of sales promotion 
will have no place in the scientifically; developed and operated marketing 
systems of the future. 

' Robots and other mechanical devices will be used to distribute 
standardized and well-known packaged goods in places where it is not 
economical or convenient to establish an elaborate sales place or to use 
salespeople. The telephone, radio, and the postal system will be used 
to reach # dealers and consumers who ire located far and wide, and whose 
purchases are too small to warrant the cost involved in using salesmen. 

A system of pricing based upon total unit cost will be developed. These 
new terms of sale will not penalize the buyer who is willing to pay cadi 
and does not desire elaborate credit, delivery, and other forms of expen- 
sive services. It is to be expected that changes will be made continually 
in our marketing policies, methods, and organizations as they axe adjusted > 
to changing economic, social, and political conditions. The fallacy of 
trying to support the* inefficient functionaries through the payment of 
sutfHdtes in the forjn of artificially maintained high prices charged the 
nuuftes will be recognized and abandoned. 

Summary,— The general public and the business world are interested 
in tbff establishment of standards of performance for the marketing 
system as a wbple, and for each individual firm performing marketing 
fanctibna. The establishment of standards alone will not, however, 
produce efficient market practice. In addition to these standards, there 
is needed a scientific method of approach to the collection and study of 
fnurfrqfoig facts concerning the characteristics of the demand ^ the prodvM> 
the method of production, and the available agencies f Qr perforaung the 
*nfces incident to buying and selling, m major ob^taverf to 
method of analysis is to loeate, identify, and evaluate those factors th^ 
determine the policies to pursue, the organisation to . 

methods to follow in the efficient marketing of a given product «sem - 
Mow satisfactory results will be secured when producers, manofacture^ 

^ w^ te .^eLl^tS P L handing 1 unprofitable and 
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little-wanted items, soliciting unprofitable customers, striving for volume " ! 
of business regardless of cost, and following ifneopnomic credit methods. - 
Elective marketing, after all, is tb be secured only through an adequate 
knowledge of demand, a wise choice of methods of distribution, and* 
economical use of such factors as salesmen, advertising, display, t&ms > 
of sale, services, and location. t n - ■ T 

, Our discussion of marketing organization, principles, and policies " 
clgprly demonstrates that marketing is a major division of our industrial , 
system. Modem economic life is much concerned with producing and 
distributing economic goods. Agriculture, manufacturing,' mining, 
and the service industries are engaged primarily in producing Worn 
utility; our marketing functionaries are engaged primarily in producing 
time, place, and possession utilities. The creation of the latter groqp of 
utilities is just as essential in modem industrial life as the creatioh of* 
form utility. Society has ceased to think- of the merchant and 'the 
agent as non-producers — as parasites th£F“live on the fruits of other 
men’s labor.” One of the maj or problems of vital interest to the business 
man and to society is the development of more efficient marketing 
organizations, methods, and practices. Another problem mat has 
recently come to the forefront is: What should be the relation of govern- 
ment to the marketing system and to the individual marketing institu- 
tions? There seems to be a general feeling that the governments and 
the marketing functionaries, each as a class, have a separate and distinct 
geld of operation and influence, and that there is a third zone in which 
the operation and influence of each overlap. There is, however, no 
unanimit y in belief as to the boundaries of the thriee zones. 


«* • 
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& “The extension of univeanfy accepted standards of quality Sbp ald fft fitf 
to make marketing more efficient and less costly ” f Jfnt content into this statement, 

6. ^That, then, are the elements to be considered in determining the efficiency of 
ourmarket organisation, and of the particular institution of which it is composed? 

7. “More difficult of analysis but no less important is that group of problems 
which relates to the reaction of the existing market institutions, mechanical and trade, 
upon production and consumption.’ 1 What is meant by the terms (a) “mechanical 
efficiency”; (6) “trade efficiency”? Explain the meaning of the quotation. 

r , 8. “I submit in all seriousness the proposition that it is not necessary for manu- 
facturers to advertise in order to make human beings eat.” Examine this statement 
critically. What is your answer? r 

9. “High-pressure stocking-up and high-pressure distribution by these /manu- 
facturers has reduced distribution to a state of anarchy, in which each factor un dis- 
tribution is a law unto itself, and in which the general well-being of producers, 
distributors, and consumers is needlessly sacrificed.” Give meaning to this quotation. 
What can and should be done about it? 

10. “The cost of buying and selling and the overhead incidental to it, prim 
advertising, traveling, clerical, and office expenses, I shall call the cost of market] 


% 


Does this statement include all the costs? (C' 9 

11. “The cost of transportation is obviously not a marketing or merchandising 
cost. Neither is the cost of warehousing, without regard to whether the expense for 
storage is incurred by manufacturer, wholesaler, or retailer.” Do you f^gree with 
this statement? Justify your answer. 

12. “That it should cost approximately an average of 63 cents of the consumer's 
dollar to distribute 37 cents’ worth of com flakes indicates a very definite need of an 
improvement in the processes of distribution.” Examine this statement critically. 
How do you account for this “excess” cost? 

13. “High cost of distribution is due to high freight rates, crosshauUng, and 
unnecessary transportation; to 'high-pressure’ selling, 'high-pressure' advertising, 
'high-pressure’ marketing generally.” Do you agree? Defend your answer. 

14. “There are two methods of measuring the costs of distribution.” What are 
they? How reliable are they? 

1$. What factors determine the wholesaler’s costs of doing business? 

IfiL How may the efficiency of the individual marketeer be measured? . Be 


specific. 

17. “ What is the genesis of the mark-up? Why does the average grocer use a 
mark-up of 25 per cent; the average shoemaker and the average hardware dealer, a 
mark-up of 40 per cent; the average druggist and clothier a mark-ftp of 50 per cent; 
and the average furniture dealer and the average jeweler a mark-up of 100 per cent?” 
What factors should be considered in determining the mark-up policy? 

18. What is meant by mark-downs? Why are they necessary? How may they 
be reduced? 

19. “The public is primarily interested in the greet profit made by the merchant. 
The merchant on the other hand is primarily interested in the net profit .” Define 
gross profit, net profit, and net worth as used in the merchandising business. Why 
is the public primarily interested in the gross profits and the merchant in net profits? 
What factors determine the amount of the gross profit; the net profit? 

20. “The rapidity of the stock turn, or turnover, is an important barometer ^ 
• good merchandising. It also serves as a means of comparison between department 

between different periods of time, between stores, and between lines of business. In 
. it are seen the signs which point to the effectiveness or ineffectiveness of the buying 
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passes in reaching the consumer? , , ^ through whlch the mefthamdise 

product^^pKreo^l^ 1 ^' 6 ^* ^° W , tb f ch f racter of the Product, metho4 °* 
method, of feting Be .S ’ Character of dem “ d wnditto^he 

lie. h owTr m^^S?^7oS^t TOlU ft n ° f ^ P robIemB 

dr in “a planned economy” * ^ gulatlon i ownership; or operation; 

new and industry ” how would LIT ^ and P° htlca Uy managed bum- 
practices be affected? “ ketmg ° rgaD1Zfltl0M - meth °ds, policies, and 

* 2 ^Sr by K a ?' 1 ! kind8, ’ e ' g - grocer y- drug, shoe stores. 

2. Wholesalers— by kinds and volume of sales. 

3 ’ kind8 ’ l0Cati0n ’ volume of “des. “d methods of dis- 

II. Commodities: 

1 A pitaSete r ° dUCta ~ by Mnd8 ’ e ' 9 ’’ h ° gS ’ wheat * oranges, 

2. Manufactured products-by kinds, e.,., shoes, bread, men's hats, 

automobiles, paint, etc. 

3. Natural products— by kinds, e.g., coal, copper, petroleum, building 

• % stone, fish, natural gas, etc. 

# 4. Servicefy—by kinds, e.g., electricity used in the home, by industry* 

» various forms of transportation services, etc. f 

instance? K ™ ° f ^ maj ° r faCt0r8 th&t affect the 60818 of °P er& tion in each 


Assignment 

1. Problem 1, p. 499. Holland Department Store— Merchandise Control 
(Review). 

2. Problem 2, p. 135. Cleland Company — Gross Margins. 

8. Problem 2, p. 534. Glendale Company— Returned Goods. 

4. Problem 1, p. 532. Bolton Equipment Company — Returned Goods. 

5. Problem 1, p. 404. Tarpon Company— Sales Control. 

8. Problem 2, p. 454. Hamerton Company— Selection of Customers. 



INDEX 


Ability, to buy, conditions that deter 
mine, 33 

Adjustment functions, 90, 91, 96 » 

Advertising, 684-597 f 1 

and costs of goods, 589 
coats of, retail, 591 

defined, 6 > 

development of, 587 
effective use of, 594 
expenses of, 578 

factors that condition success ot^589 

how stores advertise, 586 

kinds of, 586 , 

raagafine,49 

mail communication, 588, 605 
media of, 712 
motion-picture, 19 
national, 585 
outdoor, 585 
and prices, 592 
pseudoscientific, 593 
and publicity in marketing, 584 
radio, 19, 585, 588 * 

•spsJbe, 688, 605 

technical aspects ot the copy, 595 

testimonial copy, 593 

tggting the effectiveness of, 596, 712 

volunlbwf, 585 

wastes in, 593 

why some efforts fail, 596 

why used, 588 

Advertising agencies, 148 $ 

Advertising allowances, 213, 498 
Agency group, volume of business 
handled by, 149 

Agents, and brokers, 124, 125, 128 
manufacturer’s, 145, 146 
selling, 145, 146 
Agnew, Hugh ISO, 151 
Agricultural Adjustment Act, 280 
Agricultural Adjustment Administration 
(4»A.A>) t 8, 13, 30, 39, 281, 284, 
388*287, 484, 620, 631, 675 


Agricultural Adjustment Administration 
(A.A.A.) crop-adjustment programs, 
280, 291, 292, 318 • , 

hogs, and com, 338 # 

processing taxes, 280, 292, 295, 339, 340 
Agricultural products, 29, 273-367 
classification of, 284 
demand factors, 275-277 
margins on, 751 
marketing, 273-367 
costs of, 750 
problem, 273-275 

services, agencies, and methods, 283 
supply factors, 277-284 
general characteristics of, 281 
Agriculture, farmers’ taxes and, 278 
income of, 279 
the personal element, 281 
total farm debt, 278 
total value of farm property, 277 
Alexander, H. W,, 264 
Allied Stores Corporation, profit of, 229 
sales of, 229 

Allowances, advertising and volume, 213, 
214 

miscellaneous, 213 
and returns, 540 

American Cotton Cooperative Associa- 
tion, 641 

American Marketing Society, 712 
Anderson, Sidney, 566, 567 
Anderson, W., 467, 570 
Appalachian Coal case, 382 
Apple Growers’ Association of Oregon, 
630 

Arnold, Pauline, 62 

Assemblers and country buyers, 124, 125, 
128 

Auction company, 152 

Automobiles and automotive products, 


432 


demand for, 433 


new passenger-car registrations, 433 
flaoanniri fluctuations in the sale of, 710 


767 



imttx 


Aviadore, 301 
Ayres, L, P., 404, 441 
Ayres, M. V., 327, 535 

• • « 


• 

BBDO Buying Power Index, 704 
Bader, Louie, 252 
Baer and Woodruff, 155, 157, 567 
* Base acreage, 292, 318 
Basing-point systems, 493-495 
Baxter, W. J., 207, 221, 257 
Beckman, T. N., 123, 131, 134 
Beech-Nut Packing Company case, 668 
Bishop, A. L., 458 

Borden, Lovekin, Edwards, and dragg, 
711 

Borsodi, E*, 41 
Bower, W. T., 395 
Branch stores, 202 

Brands, and branding, “battle of/’ 602 
development of, 601 
merchandise, 600 
private, 602 
Brentano, Lowell, 599 
Breyer, E. F., 24, 115 
British Cooperative Movement, success 
of, 193 

British Cooperative Wholesale Societies, 
193 

Brokerage costs, 145 
Brokers, 128, 144 
real estate, 374 
Brown, T. H., 699 
Brttere and Lazarus, 256 
Bryan, L. A., 100 
Budgets, for clerk, 429 
for executive, 428 
sales, 716, 717 
for wage earner, 430 
Bulk tank stations, 124, 125, 128 
Bunnell, S* H., 29 
Buraeister, C. A., 337 
B linen, (X K., 755 
Business cycle, 39, 554 
Buy, willingness to, 52 
Buyers’ market, 8 
Buying, 52-86, 90 
cooperative, 262 
defined, 5 
function of, 81, 94 


Buying/ habits in, 63, 74, 418, 420 * 
relation of, and income, 81 
« hencht^mqpth, 19, 70, 104 
motives of, 52-72, 410 
for consumer goods, 54, 67-71 
for non-consumer goods, 71, 72 
Buying power, indicators of, 79-86 
ljuying practices, elements of, 61 
' influence of age on, 63, 65 
influence of custom on, 69 
influence of intelligence on, 63, 64 

# influence of occupation on, 67 
iimuence of plfce on, 78-80* 
influence of religion and race on, 66\ 
influence of sex and family life on, ' 

# influence of size of income on, 85 
influence of social and marital states 

on, 67 

influepce of time on, 72 


California Fruit Growers* Exchange, 
306, 621 

Caples, John, 597 
Capper-Kelly bill, 661, 662 
Cartage, 102 
Carter, Sidney, 734 
Carver, T. N„ 684 
“Cash buyers,” 254 
Cassady and Ostlund, 757 
Castenholz, W. I?., 749 
Central Cooperative Commission Msafl- 
ciation, 643 

Central live-stock markets, 153 
Central market, 18 
Central stockyards, 153 
Central trading zone, 19 # 

Chains and chain stores, 18, 19, 201-231 
advantages of, 20$, 221 
arnusal earnings of employees of, 220 
defense of, 204 

determinants of success in, 221 
development of, by kinds, 219 
disadvantages of, 222 
economic and social position of, 903 
forms of ownership, 223 
growth of, in the United States, 206 
idea, some adaptations of, &£ 
identical d^partinentH^oie, operating 
results of, 216 



INDEX 


€hato and Chain stores, identical 
variety, operating reyltsioi 2JL8 » 
investigation of, by Federal Trade , 
Commission, 205, 223, 224, 231, 

232 

kinds of merchandise sold, 208 
local variety, number of chains, 211 
number of stores, 211 1 * 

operating expenses of, 217 
price policies of, 215 
rate of return on invested capital, 210, » 

# 220 * * • 
rise of, 200 

sales of, effect of the depression on, 208 
size and geographical distribution of,» 
209 

some practices of, 213 
systems, classification of, 201 
organisation of, 224 A 

types of retailing engaged in, 209 
voluntary, 225 , 

warehouse, 124, 125, 128, 130 
wholesaler, 135 
Chapmen, 11 

Cherington, P. T,, 70, 712 
Chicago Board of Trade, 25, 26 
Chicago Live-stock Exchange, 154 
Chicago Stockyards Company, 26 
Christensen, Chris L., 613, 646 
Clark, F. E. f 24 
Clayton Antitrust Act, ^66 
dotlgng, costs of, for men, 426 
• for women, 427 • 
demand for, 425 
Coal, methods of marketing, 382 
riRura gf the demand for, 382 
Coffee, demand for, 327 
* exchanges, 33b 
grades of, 328 

Marketing, 326 » 

method of , 329 
supply, characteristics of, 327 
attempts at control of, 328 
method of production, 328 
Cold storage, 106 
firms, 520 

Cotas, l V. t 107, 110 
Co*nm««tal arbitration, 676 
Commends! credit, 515 
iMton th*t determine granting of, 518 
CommereW Credit Company, 530 
C<mkm«i<Morguuutioii, 10 


jm 

Commissary stores, number of, 14 
volume of sales of , 196 
Commission, costs of, 147 
Commission house, 254 , 

Commission men, 146, 153 
Commission merchant, 146 % 

Commodity Credit Coiporation, 320 
Commodity exchanges, 155-157, 559, 561 
membership in, 157 * « 

speculative transactions , 1 * 568 
Concentration, 89, 90, 295 
Construction industry, 14 
Consumer, 254 
demand of, 54 
idiosyncrasies of, 86 
ultimate, 52, 92 

Consumers’ cooperative store, 168 
retail, 191 

in the United States, 194 
Consumers’ goods {see Consumption 
goods) 

Consumption, balanced, 57 
economical, 57 

per capita, of cereal products, 288 
of eggs, 347 
of fish, 393 
of meat, 393 
of milk and cream, 77 
of selected food products, 425 
of services, 450 
of wheat, 288 
of wood, 387 

Consumption goods, 3, 31, 406 
classification of, on basis of buying 
habits, 420 

on basis of use, 418-420 
demand for, 422, 436 
marketing, 417-441 
costs of, 443 
methods of, 436 
supply factors, 436 
Contracts, future, 559, 560 
hedging, 560-567 
legal aspects of, 628 
sale and purchase, 652 
securing cooperation through, 627 
Cooperative marketing, agricultural, 
problems in, 613 
buying, 262 

the federation, 621 

growth of, 617 
laws, 624 



770 


index. 


Cooperative marketing, by manufac- 
turers, wholesalers, and retailers, 
263* • f 

organizations and associations, 139 
agricultural, attitude of public to- 
ward, 646 

British Cooperative Movement, 193 
Rochdale Society of Equitable* 
> • Pioneers, 192 

contract? 627, 628, 652 

control of production by, 628 * 

cooperation among, 638 

credit, 632, 633 

Danish Cooperative Movement, 613- 
615 « 

disadvantages of, 636 
elevator, 623, 637 

Farm Credit Administration, 632- 
346 

financing, 629, 630, 631 
fluid-milk, 623, 625, 629 
giant associations, 639 
membership, 616, 626 
milk and cream, 624 
number of, 616 
patronage dividends, 634, 635 
pooling, 634, 635 

problems of organization and opera- 
tion, 623, 624 
producers’, 140 
requisites for success, 636, 637 
returns to members, 634 
types of, 620-622 
volume of business, 616, 645 
wholesale, 134 

plans, common element in, 264 
sales promotion, 607 
in the United States, 615-647 
use of, 618 

limitations, 619, 620 ,, 

Copeland, M. T., 377, 379, 410, 412, 420, 
421,484 

Corbaley, G. C., 397 
Corby, J. E., 101 
Costs, 598 

of agricultural products, 750 

brokerage, 145 

commission, 147 

of credit, 537, 540 

dealers', of milk, 364 

of goods and advertising, 589 

of goods sold, 727, 729 

margin on agricultural products, 751 


Costs, margin on fruits and vegetables, 752 
t o£ marketing, 723-725, 746, 749 
.consumer goods, 443 
dairy products, 357, 360 
fruits and vegetables, 306, 307 
industrial goods, 442 
manufactured goods, 441 
• wheat, 296 

operating, of department stores, 186 
of independent retailers, 183 
of unit retailers, 179 
afid profits, 744 • 

retail advertising, 591 
of selling, 738 
* variation in, 181 
Cotton, and the A.A.A., 318 
characteristics of, 320 
demand for, 312-315 
£2e of, 314 
factor, 324 

farmers, gross income of, 312 
handicaps of, 325 # 

futures market, 323 
goods, marketing of, 413 
grades and price differentials, 321 / 

hedging, 571 
marketing, 312-326 
methods of, 321 

necessary services and agencies, 322 
markets, 322 
merchant, 324 

primary market, 323 m « 

production, 319 • t 

American, 316 * 

world, 315 

selling, 323, 325 ^ m 

some international complexities, 325 
spot market, 323 * 

supply, 315-321 
factors, characteristics of, 315 
County buyers, 128 
volume of business transacted by, 138 
Country general store, 168, 175 
Country shipper, 254, 294 
Cournot, 24 
Cowan, D. R., 34, 719 
Cream of Wheat case, 661 
Credit, the consumer, and the producer, 
511 

costs iff, 537, 540 

demand for, in marketing, 598, 510 
factors that determine a merchant's 
need for, 518 



* r tmsx 



mm and economic elements 

m . 

installment, 527 * * 

instruments of, 513 
kinds of, 515 

commercial or mercantile, 515, 518 
consumption, 515, 521 
production, 515 
losses, 538 

methods, institutions, and instruments, 
512-515 


policies, 526 « • 

rights of the buyer, 540 
sales, volume of, 516, 517, 523-525, 539 
selling, 458 
sources of, 513 

transactions, security for, 514 
use of, for sales promotion, 512 
Crick, W. F., 536 % 

Criticisms, 4 

future possibilities and probabilities, 

m * 

of marketing practice, 721-724 
solution for the marketing problem, 759 
Crop-adjustment programs, 280 


D 


Dairy products, farm income from, 347 
marketing, 347-367 
cost of, 357 
* (Sqp aUo Milk) 

Delations: 
advertising, 6 
branch store, 202 
bujtog^ 

commissary store, 196 
commission meh, 146 
commission merchant, 146 
consumers’ cooperative store, 168^ 
corporate chain, 201 » 

country general store, 168 

elastic and inelastic, 55 
department store, 168, 182 
iliffljnkhing utility, law of, 56 
expense percentage, 729 
factor, 147 
grading, 107 
gross margin, 727 
timited4me retail store, 168 
tfa&'pfdfer house, 188 
mamivBfamf* agent, 145 


Definitions; 
market, 24 
market price, 480^ 
marketing, 5 
marketing functions, 90 
marketing methods, 236 
marketing process, 89 

• marketing research, 693 
mark-up, 728 
merchandising, 5 

» net profit, 729 
normal price, 477 
personal salesmanship, 6 
price, 473 

» publicity, 6 

rate of stock turn, 729 
resident buyers, 147 
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